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TURKCELL iLETISIM HIZMETLERI ANONIM SiRKETI

CONSOLIDATED BALANCE SHEETS
AT DECEMBER 31, 2001 AND JUNE 34, 2002 (Uaaudited)
(Tn thousands, except share data)

ASSETS
CURRENT ASSETS
Cash and cagh ¢quivalents
Trade receivables and acerued incoma, nat (Note §)
Due from related parties (Noto 6)
inventories
rrepaid expenses
QOther current assets (Note 7}
Total current asscts

DUE FROM RELATED PARTIES (Noto 8)
PREPATD EXPENSES

INVESTMENTS (Note 9)

FIXED ASSETS, net (Note 10}
CONSTRUCTION IN PROGRESS (Note 11)
INTANGIBLES, net (Note 12)

OTHER LONG TERM ASSETS

LIABILITTES AND SHAREROLDERS' EQUITY
CURRENT LIABILITIES
Short ternt borrowings (Note 13)
Trade payables (Note 14)
Due to related parties (Note 15)
Taxes payoble (Note 17)
Other cwrent liabilities sad ac¢rued expenses (Note 16)
Total current diabilities
LONG TERM BORROWINGS (Note 18)
LONG TERM LEASE OBLIGATIONS (Noe 19)
RETIREMENT PAY LIABILITY
MINORITY INTEREST
OTHER LONG TERM LIABILITIES
SHAREHOLDERS' EQUITY
Common stock
Par value one thousand TL; authorized, issued
and qutstanding 500,000,000,0600 shares in 2001
and 500,000,000,000 shares in 2002 (Note 20)
Additional paid in capital
Advances for ¢common stock
Legal reserves
Accumulatnd other comprehensive loss (Note 3)
Retained earnings
‘Total sharcholders’ equity
COMMITMENTS AND CONTINGENCIES (Note 23)

AND ITS SUBSIDIARIES

December 31, June 30,
2001 2002
$ 243,114 167,795
256,143 268,462
164,448 182,077
12,154 10,792
10,843 27212
46,965 _45.056
743,607 701,392
10,085 49,245
3,300 4,663
58,329 34,438
1,655,110 1,558,072
119,636 81,404
816,920 880,531
18,996 22235
5 3.536,043 333,
1 383,167 455,75
302,039 97,716
3,626 807
130 -
303,425 427,855
992,387 K2, 136
1,218,903 1,023,500
27,103 22,882
4,737 5,705
896 57}
6,792 6,141
636,116 636,116
178 178
t9 119
8 5
(1.875) (2,133}
630,682 656,860
1,285,225 1,291,145
$T 3336043 3am0Es

The accormpanying notes are an integral part of these consolidated financial statements.




TURKCKLL SLETISIM HIZMETLERL ANONIM SIRKET!
AND | TS S/BSIDIARIES
CONSOLIDATED STAYEMENTS OF OPERATIONS

FOR TIIE THREE MONTH AND SIX MONTH PERICDS ENDED JUNE 30, 2001 ANT 2002 (Usaudited)

Kovenues (Notes 4 and 21}
Direet cost Of TEVERU

Gross profit

Guenoral and ndminigmative ¢xpasios
Selling and marketing ¢xponwe (Nota 4)

Operaclig tncoms
Income from reised Danits, nel (Note 22)
Intprest income
Hrssest expense
Otiher incorme, ey
Equity in nét lose of uncomsalidmed invesicss (Nato §)
Minosity iuerest
Tramlation logs

Income (loes) befote Laxes
focome 1ax benefit (Nata 17)

Net iecome (loss)

Bictic and tiluted eamings (10éw) per commaon shate (Nolo 20)

" Wrighted varage Rutniber of commen shares outttanding (Note 20)

{15 thoutands, escept shure dala)
Three Manths Ended Six Moniha Eadad
Jume 30, Jwo My
2001 2007 2001 002
3 (Vusudited) (Vnandited)
396,778 497478 831090 934,667
(@7.268) (343,354) (354,504} (556,003
125810 154,124 296584 2610
133.7) @ra8) (79468) (32,200
RE674) (33.084) (9,150) 198.002)
§3,749 4019 117,984 138,420
612 3¢ L2 4
16,961 24,011 35343 56,761
(R1328) (11.345) (159,952) {150,750
(2,023) 2,73 (1.282) 5443
11,350 {4260 (30,448 (I .578)
501 [ Q6 ity
26770 (1M624) (lov.ett) {10316
{40,558) 5570 (122,957 4,178
- . 8,783 -
3 {40,£58) 3570 (115,174) 0,1'H
5 o (0.00009) 0.00001 {U.00N6) 0.0000)
450,354,503,787 §00,000,000,000 450,354,503,787 S10,000,000,000

The accompanying notes arc an integral part of thes¢ consolidated financial statements,




TURKCELL ILETISIM HIZMETLERI ANONIM SIRKETT

AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE SIX MONTH PERIODS ENDED JUNE 30, 2001 AND 2002 (Unaudited)

(In thousands)
June 30, Juae 30,
2001 2002
Operating Activities:
Net income (loss) $ (115,174) 6,178
Adjustments to reconcile net income (10s8) to net cash
pravided by operating activities:
Depreciation and amortization 190,805 205,312
Provision for retirement pay lisbility (489) 968
Provisiuu fur iuvewtories - (L171)
Provision far doubtful receivables (39,115) 2,591
Provision for income taxes - (130)
Accrued incame 35,115 5,997
Accrued expense (27,204) 117,658
Bquity in net loss of unconsolidated investees 30,148 23,632
Minority interest 781 {325}
Gain on sale of affiliates - -
Deferred taxes (24,5594) . -
Changes in assets and liabilities:
Trade receivables 86,753 (20,908)
Due from related partics (27.564) (56,789
Inventories (7,745) 12,533
Prepaid expenses (19.527) (7.732)
Other current asséts (12,585) 2178
Other long term assets 290 442
Due to related pasties 655 (2.819)
Acerued income -
Accrued expense, net .
Trade payables (26,381) {204,323)
Other current liabilities (6,411) - 7,331
Other long term liabilities 1,295 {647
Net cash provided by operating activities 19,053 79.973
Tavestiog Activities:
Additions to fixed assets (121,429) {56,920)
Reductions in construction in progress 32,602 38,142
Additions to intangibles (10,924) (14,965)
Investments in investees (34,176) -
Net cash used for investing activities (133,837) (33,743)
Financing Activities:
Proceeds from issuance of and advances for common steck (22) .
Payment on long and short term debt (216,700) (122,812)
Net decrease in debt issuance expenses 10,903 6,043
Payment on lease obligations (3,887) (4,780)
Net cash used for financing activities (209,716} (121,549
Net decrease in cash {304,500) (75,319
Cash at the begianing of period 363,365 243.114
Cash at the end of period 5 , - 195"
Supplemental cash flow infortuation:
Interest paid $ 113,618 79.593
Taxes paid - -
Non-cagh investing activities-
Accrued capital expenditures 61,845

The accompanying hotes are an integral part of thesc consolidated financial statements.




TURKCRLL ILETLSIM HIZMETLER! ANONIM SIRKETY
AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGYES IN SHAREHOLDERS' EQUITY AND COMPREHENSIVE (INCOME
FOR THE SIX MONTH FERIOD ENDRD SUNE 30, 2002 (Unsuditsq) '
(In thowmands, exeept share dus)
Ascumdned
othor Tots!l
Additional Advances for Lean Comprohensive Rottined  compobensive  charehniders®
fricomo cﬁ' 5 loaz egg’y.
AF::0 ' >

Oummﬂock
paid in EEE tOOWRON WGk _TesCrves |
Balancas 34 Dacormber 33, 3003 m 3'7:'6"3‘ = - s T
Comprehensive (ncome:
Nel incoroe 6178 6178 0174
Othier comprobenaive lom:
Trarsiation sjustment (258) (735%) (258
Compxrehiermive income: ) 3,970 .
Balances at Juns 30, 2002 500,000,000.000  §_ 536116 &) 119 [ * 656,850 (1133) 191,148

The accompanying notes are an integral part of this consolidated financial statement.
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Turkcell fletisim Hizmetleri Anonim Sirketi and
Its Subsidiaries

Notes to Consolidated Financial Statements

As of December 31, 2001 and June 30, 2002 (Unaudited), and
for the Three and Six Month Periods Ended June 30, 2001 and
2002 (Unaudited)

(Amounts in thousands of US Dollars unless otherwise stated except share amounts)

Business:

Turkeell fletisim Hizmetleri Anonim Sirketi (Turkcell-Parent company) was incorporated: on October 5,
1993. It is engaged in establishing and operating a Global System for Mobile Communications (GSM)
network in Turkey. Turkcell and Ttrk Telekominikasyon A.S. (Turk Telekam), a state owned organization
of Turkey, were parties to a revenue sharing agreement signed in 1993, which set forth the terms related to
the construction and operating phases of GSM netwark (the Revenue Sharing Agreement). In accordance
with this agreement, Trk Telekom contracted with subscribers, performed billing and collection and
assumed collection risks, while Turkcell made related GSM network investments. The Revenue Sharing
Agreement covered a period of 15 years commencing in 1993, Tirk Telekom and Turkcell shared revenues
billed for subscription fees, monthly fixed fees and outgoing calls, at a ratio of 67.1% and 32.9%,
respectively. In addition, Turkeell received 10% of revenues billed for incoming calls. On April 27, 1998,
Turkcell signed a license agreement (the License Agreement or License) with the Ministry of
Transportation and Communications of Turkey (the Turkish Ministry). In accordance with the License
Agrcement, Turkeell was granted a 25 year GSM license for a license fee of $500,000. The License
Agreement permits Turkcell to operate as a stand-alone GSM operator and free it from some of the
operating constraints, which were stated in the Revenue Sharing Agreement. Under the License, Turkeel!
collects all of the revenue generated from the operations of its GSM network and pays the Underseeretariat
of Treasury (the Turkish Treasury) an ongoing license fee equal to 15% of its gross revenue. Turkeell also
continues to build and operate its GSM network and is authorized to, among other things, set its own tariffs
within certain limits, charge peak and off-peak rates, offer a variety of service and pricing packuges, issue
invoices directly to subscribers, collect payments and deal directly with subscribers. In May 2001, the
Turkish Ministry’s power relating to concession or license agreements or general permissions was
transferred to the Telecommunications Authority, pursuant to new changes in the Telecommunications
Law. On July 24, 2001, Turkeell renewed its License Agreement with the Telecommunications Authority,
The Supreme Court (Damgtay) refused some of the terms of this agreement and parties revised some of the
terms. The Company signed the revised License Agreement on February 12, 2002. Pursuant to Darigtay's
examination, Telecommunications Authority signed the revised License Agreement on February 13, 2002,
which became valid thereafter. In the revised License Agreement, all major rights and obligations included
in the original License Agreement were preserved, with certain additional requirements including an
obligation t0 pay an administration fee to the Telecommunications Authority equaling to 0.35% of net
revenues.

As of December 31, 2001, Kibns Mobile Telekomiinikasyon Limited Sirketi (Kibns Telekom), Global
Bilgi Pazarlama Danigma ve Cain Servisi Hizmetleri A.$. (Global), Corbuss Kurumsal Telekom Servis
Hizmetleri A.S. (Corbuss), Turktell Biligim Servisleri A.§. (Turktell), Hayat Boyu Egitim A.S. (Hayat),
Kibrisonline Limited $irketi (Kibnsonling), Bilisim ve Egitim Teknolojileri A.S. (Bilisim), Digikids
Interaktif Cocuk Programlan Yapimeiifn ve Yaymeihf A.S. (Digikids) and Mapco Intemet ve iletigim
Hizmetleri Pazarlama A.S. (Mapca) (the subsidiaries) were consolidated subsidiarics, owned 100.00%,
99.85%, 99.44%, 99.96%, 74.97%, 60.00%, 99.96%, 59.98%, and 77.50% respectively, by Turkcell or the
subsidiaries. .




)

At the Board of Directors meetings of Turktell held on March 13, 2002 and April 19, 2002, it was resolved
that Turktell acquires total 396,825 shares of Inteltek Intemet Teknoloji Yatrim ve Damgmanlik Ticaret
A.S. (Inteltek), owned by Superonline Uluslararas: Elektronik Bilgilendirme ve Haberlegme Hizmetlen
A.S. (Superonline) with a par value of one million TL each without any consideration. In addition, at the
Board of Directors of Turktell held on March 13, 2002, it was resolved that Turktell acquires one share of
Inteltek owned by Filiz Bikmen with a par value of one million TL for 0.25 million TL. Turkte!l will pay
the share capital commitment of the acquired shares. After these acquisitions, the ownership interest of the
Company in Inteltek is 79.09%.

On April 25, 2002, Turktell transferred its shares in Siber Eitim to other sharecholders of Siber Egitim
without any consideration, which resulted in a loss of $48 for the six month period ended June 30, 2002.

As of June 30, 2002, Kibns Telekom, Global, Corbuss, Turktell, Hayat, Kibrisonline, Bilisim, Digikids,
Mapco and Inteltek Internet Teknoloji Yahnm ve Danigmanlik Ticaret A.S. (Inteltek) are consolidated
subsidiaries, owned 100.00%, 99.85%, 99.43%, 99.96%, 74.97%, 60.00%, 99.96%, 59.98%, 77. 39% and
79.09% respectively. '

As of June 30, 2002, Fintur Holdings B.V. (Fintur) was equity investee. As of December 31, 2001, Fintur -
and Siber Egitim ve Iletlgum Teknolojileri A.§. (Siber Egitim) were equity investees. {(Note 9) -

Financial Position and Basis of Preparation of Financial Statements:

Turkeell and its subsidiaries (the Company) maintain their books of account and prepare their statutory
financial statements in their local currencies and in accordance with local commercial practice and tax
regulations applicable in the countries where they arc resident. The accompanying consolidated financial
statements are based on these statutory records, with adjustments and reclassifications for the purpose of
fair presentation in accordance with accounting principles generally accepted in the United States. The
financial statements as of December 31, 2001 and June 30, 2002, and for the three month and six month
periods ended June 30, 2001 and 2002 present the consolidated financial position and consolidated results
of operations of the Company. The unaudited consolidated financial statements of the Company as of Juna
30, 2002, and for the three month and six month periods ended June 30, 2001 and 2002, in the apinion of
the management of the Company, include all the adjustments, consisting of normal t'ecumm> adjustments,

necessary for a fair presentation of the results of such unaudited interim periods.

Management of the Company has made a number of estimates and assumptions relating to the reporting of
assets and liabilities and the disclosure of contingent assets and liabilities to prepare these financial
statements in conformity with accounting principles generally accepted in the United States. Actual
amounts could differ from those estimates. Significant estimates and assumptions include the depreciable
lives of fixed assets and intangibles; amounts reflected as a]lowances for doubtful receivables and deferred
tax assets. :

At June 30, 2002, current linbilities exceeded current assets by $280,742 (December 31, 2001: $248,720).
This matter may raise doubt about the Company’s ability to continue as a going concem. The consolidated
financial statements referred to above have been prepared assuming that the Company will continue as a
going concern, Management believes that the Company will generate sufficient operating cash flows to
continue as a going concern. Accordingly, the consolidated financial statements do not include any
adjustments that might result from the outcome of this vncertainty. In addition, on March 5, 2002, Yap ve
Kredi Bankas: A.§. (Yapi Kredi), a shareholder and one of the largest Turkish banks, has committed to
provide a cash loan facility, with market rates, up to $200,000 to the Company aver the next twelve
months, Also, on March 6, 2002, Valaflar Bankast TAO (Vakifbank) provided a letter of intent to extend
the principal repayments of existing borrowings amounting to $42,857 and $57,143 that are due in 2002
and 2003, respectively, for twelve months subsequent to their initial maturities. Further on March 7, 2002,
Tiirkiye Garanti Bankasi A.§. (Garanti) provided a letter of intent to extend the principal repayments of
existing borrowings amounting to $75,000 that are due in 2002 for twelve months subsequent to their
initial maturities. During the first half of 2002, The Company did not use the option of these extensions and
paid a total amount of $51,786 principal for these two loans. Management will consider to make such
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extensions for the remaining principal repayments if necessary. Furthermore, on May 9, 2002, Turkcel] :
agreed with Akbank T.A.S. to extend two principal repayments of existing borrowings totaling $62,500,
which were due in 2002, for twelve months subsequent to their initial maturities.’

In its statutory financial statements prepared in accordance with local commercial and tax regulations,
Turkcell has generated negative cash flows and losses from operating activities as of December 31, 2001
and June 30, 2002. Intercst expense and exchange losses associated with financing the business have
contributed to the negative cash flows and operating losses as well as tax saving accounting treatments
applied by Turkcell in its statutory financial statements. In accordance with Turkish commercial
legisiation, Turkcell is required to maintain certain minimum levels of shareholders’ equity in its statutory
financial statements. Turkcell has met those minimum requirements.

These unaudited interim financial statements should be read in conjunction with the Company's Annual
Repart on Form 20-F.

As of June 30, 2002, the consolidated financial statements-include the accounts -of Turkcell and-temn
(December 31, 2001: nine) majority owned subsidiaries. Its investment in Fintur (December 31, 2001:
Fintur and Siber Efitim) is included under the equity method of accounting (Note 9).

The major principles of consolidation are as follows:
— All significant intercompany balances and transactions have been eliminated in consolidation.

— Minerity interest in net assets and net income of the consolidated subsidiaries are separately classified
in the consolidated balance sheets and consolidated statements of operations.

Comprehensive Income

The Company adopted SFAS No. 130, “Reporting Comprehensive Incomc which requires the
presentation of comprehensive income and its components in a full set of financial statements. .
Comprehensive income generally encompasses all changes in shareholders' equity (except those arising
from transactions with owners) and includes net income (loss), net unrealized capital gains or losses on |
available for sale securities and foreign currency translation adjustments. The Company's comprehensive
income (loss) differs from net income (loss) applicable to common shareholders only by the amount of the
foreign cutrency translation adjustment charged to shareholders' equity for the period. Comprehensive
income (loss) for the three month and six month periods ended June 30, 2001 and 2002 were ($40,709),
$5,463, (8115,544) and $5,920, respectively.

New Accounting Standards Issued

In July 2001, the FASB issued SFAS No. 141, “Business Combinations”, and SFAS No. 142, “Goodwill -
and Other Intangible Assets". SFAS No. 141 requires that the purchase method of accounting used for all
business combinations initiated after June 30, 2001 as well as all purchase method business combinations
completed after June 30, 2001. SFAS No. 141 also specifies criteria that intangible assets acquired in a
purchase method business combination must meet to be recognized and reported apart from goodwill,
noting that any purchase price allocable to an assembled workforce may not be accounted for separately.
SFAS No. 142 requires that goodwill and intangible assets with indefinite useful lives no longer be
amortized, but instead tested for impairment at least annually in accordance with the provisions of SFAS
No. 142. SFAS No. 142 also requires that intangible assets with definite useful lives be amortized over
their respective estimated useful lives to their estimated residual values, and reviewed for impairment it
accordance with SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed of*. The Conmpany adopted these statements on January 1, 2002. As of June
30, 2002, the Company does not have any goodwil] or indefinite live intangible assets.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations”. SFAS No.
143 is effective for fiscal years beginning after June 15, 2002. This statement addresses financial




accounting and reporting for obligations associated with the retirement of tangible Jong-lived assets and the
associated asset retirement costs. It applies to legal obligations associated with the retirement of long-lived
assets that result from the acquisition, construction, development and/or the normal operation of a long-
lived asset, except for certain obligations of lessees. Management has not determined the impact, if any, of
the adoption of SFAS No. 143 on the Company’s consolidated financial position or results of operations.

On October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets”, which addresses financial accounting and reporting for the impairment ar disposal of long-
lived assets. SFAS No. 144 is effective for the fiscal years beginning after December 15, 2001. While
SFAS No. 144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of”, it retains many of the fundamental provisions of that Staterent.
SFAS No. 144 aiso supersedes the accounting and reporting provisions of APB Opinion No. 30,
“Reporting the Results of Opcrations-Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions™, for the disposal of a
segment of a busincss, However, it retains the requirement in APB Opinion No.- 30 to report separately
discontinued operations and extends that reporting to a component of an entity that either has been
disposed of (by sale, abandonment, or in a distribution to owners) or is classified as held for sale. By
broadening the presentation of discontinued aperations to include more disposal transactians, the FASB
has enhanced managements’ ability to provide information that helps financial statement users to assess the
effects of a disposal transaction on the ongoing operations of an entity. The Company adopted SFAS No.
144 on January 1, 2002 and has not had a material impact on its financial position, results of operations, or
cash flows.

In April 2002, the FASB issucd SFAS No. 145, “Rescission of FASB Statemnents No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” SFAS No. 145 rescinds SFAS No. 4,
“Reporting Gains and Losscs from Extinguishment of Debt”, an amendment of APB Opinion No. 30,
which required all gains and losses from extinguishment of debt to be agpregated and, if material,
classified as an extraordinary item, net of related income tax effect. As a result, the criteria set forth by
APB Opinion 30 will now be used to classify those gains and losses. SFAS No. 64 amended SFAS No. 4,
and is no longer necessary because SFAS No. 4 has been rescinded. SFAS No. 44 was issued to eslablish
accounting requirements for the effects of transition to the provisions of the Motor Carrier Act of 1980.
SFAS No. 145 also amends SFAS No. 13 to require that certain lease modifications that have economic
effects similar to sale-leaseback transactions be accounted for in the same manmer as sale-leaseback
transactions. SFAS No. 145 also makes non-substantive technical corrections to existing pronouncements.
SFAS No. 145 is effective for fiscal years beginning after May 15, 2002 with earlier adoption encouraged.
Management has not determined the impact, if any, of the adoption of SFAS No. 145 on the Company's
consolidated financial position or results of operations.

In 2001, the Emerging Issues Task Force (EITF) within FASB discussed EITF 00-14 “Accounting for
Certain Sales Incentives”, EITF 00-22 “Accounting for Points and Certain Other Time-Based or Volume-
Based Sales Incentive Offers, and Offets for Free Products or Services to Be Delivered in the Future” and
EITF 00-25 *“Vendor Income Statement Characterization of Consideration Paid to o Reseller of the
Vendor's Products”, which in November 2001 led to the issusnce of EITF 01-09 “Accounting for
Consideration Given by a Vendor to a Customer or a Reseller of the Vendor’s Products”. EITF 00-14, 00-
22 and 00-25 address the extent to which different types of payments or benefits to retailers or customers
shall be reported as either reductions in revenue or expenses. EITF 01-09 codifies and reconciles standards
in the area. The regulations are effective for annual or interim periods beginning after December 15, 2001.
The Company adopted EITF 01-09 on January 1, 2002. As a result of applying the provisions of EITF 01-
09, the Company’s revenues, gross profit, and selling and marketing expetises each were reduced by an
equal amount of $18,883 and $54,838 for the three month and six month periods ended June 30, 2001,
respectively. The adoption of EITF 01-09 had no impact on operating income, net income (loss) or
earnings (loss) per share.

In July 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities”. This Statement addresscs financial accounting and reporting for costs associated with exit or
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disposal activities and nullifies EITF 94-3, “Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring)”. SFAS
No. 146 is effective for exit or disposal activities that are initiated afier December 31, 2002. An entity
would continue to apply the provisions of EITF 94-3 to an exit activity that it initiated under an exit plan
that met the criteria of EITF 94-3 before the entity initially applied SFAS No. 146. The Company has not
determined the impact, if any, of the adoption of SFAS No. 146 on the Company's consolidated financial
position or results of aperations.

Trade Receivables and Accrued Income, net;

At December 31, 2001 and June 30, 2002, the breakdown of trade receivables and accrued income is as
follows:

December 31, June 30,
2001 2002
(Unaudited)

Receivables from subscribers ' 3 193,558 198,260
Receivable from Tiirk Telekom 50,810 ' 78,701
Accounts and ¢checks receivable 37.901 26,216

282,269 303,177
Accrued service income ‘ 84,876 78,878
Allowance for doubtful receivables (111.002) (113,593)

The Company has a reccivable from Tirk Telekom at December 31, 2001- and June 30, 2002, which
tepresents amounts that are due from Tirk Telekom under the Interconnection Agreement. The
Interconnection Agreement provides that Tirk Telekom will pay Turkeell for Tlirk Telekom's fixed line
subscribers' calls to Turkcell's GSM subscribers.

The accrued service income represents revenues accrued for subscriber calls (air-time), which have not
been billed. Due to the volume of subscribers, there are different billing cycles; accordingly, an accrual is
made at each period end to accrue revenues for services rendered but not yet billed.

Additionally, based on the decision of the Court of Appeal related to Turk Telekom Intercommection
Dispute, management and legal counsel of the Company believes that no further provision for the 15%
fund payments will be required and thus the Company reversed the unpaid two installments related to
March-August peried in 2000 amounting $11,822 as of June 30, 2002 by increasing the receivables from
Tirk Telekom with the same amount. For the paid amounts in 2000, the Company recorded an accrued
incote amounting $16,078 as of June 30, 2002, (Note 23)

Accounts and cheques receivable represent amounts due from dealers and roaming receivables.

Movements in the allowance for doubtful receivables are as follows:

December 31, June 30,
2001 2002
(Unaudited)
Beginning balance $ 146,069 111,002
Provision for doubtful receivables 59,640 18,628
Write-off - (5,245)
Effect of change in exchange rate (94,707 (10.792)

Ending balance § 11002 BN VKX X
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Due from Related Parties:
As of December 31, 2001 and June 30, 2002, the balance comprised:

December 31, June 30,
2001 2002
(Unaudited)

Fintur $ 63,158 68,448
A-Tel Pazarlama ve Servis Hizmetleri A.S. (A-Tel) 35,011 36,296
K VK Mobil Telefon Sistemteri Ticaret A.S. (KVK) 13.436 23,582
Digital Platform fletisim Hizmetleri A.S. (Digital Platform) 21,37% 18,474
Ash Gazetecilik ve Matbaacilik A.S. (Asl Gazetecilik) 8,677 10,257
Geocell Ltd. (Geocell) 2,555 4,370
Sonera Corporation Inc. 3,262 3,083 . -
Milleni.com GmbH (Milleni.com) 1,659 2,853
Azertel Telekominikasyon Yatmrim Dis Ticaret A.$. (Azertel) 1,755 2,605
GSM Kazakhstan LLP OAO Kazakhtelecom {GSM Kazakhstan) 4,167 2424
Azercell Telecom B.M. (Azercell) 2,940 2,395
Cukurova Investments N.V. (Gukurova Investments) 1,735 1,735
Superonline 2,150 1,633
Aksam Production Basin Yayin A.S. (Basin Yayin) - 1,212
Moldcell S.A. 417 550 :
Mobicom Bilgi fletisim Hizmetleri A.S (Mobicom) 434 429
Giirtel Telekomtnikasyon Yatinm Dig Ticaret A.S. (Giirtel) 1,264 %0
Other 449 1671

§ 164448 182,017

Due from Fintur mainly consisted of advances initially given for future share capital increase of Fintur and
the invoices issued to Fintur regarding the expenses made on behalf of Fintur. Upon the completion of
Fintur restructuring described in Note 9, such receivables have been collected subsequent to June 30, 2002.

Due from A-Tel mainly rcsulted from simcard and prepaid card sales and advances given for hand-set
subsidies provided by A-Tel in certain campaigns started by this company. (Note 22)

Due from Digital Platform mainly resulted from receivables from call center revenues and advances given
for current and planned sponsorships. (Note 22)

Due from KVK mainly resulted from simeard and prepaid card sales to this company. (Note 22)

Due from Asli Gazetecilik mainly resulted from advances given for making space and airtime reservations
for advertisements on televisions, radio stations, newspapers and magazines mainly owned by Cukurova
Group. (Note 22)

Due from Geocell mainly resulted from roaming receivables and sales of GSM equipment.

Due from Sonera Corporation Inc. and CQukurova Investments resulted from the allocation of certain
expenses made on behalf of these shareholders during the public offering.

Due from GSM Kazakhstan mainly resulted from sales of GSM equipment and roaming receivables.
Due from Azercell resulted from roaming receivables and consultancy services given to this company.
Due from Milleni.com mainly resulted from interconnection receivables.

Due from Azertel mainly resulted from expenses paid by Turkcell on behalf of this company.
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Due from Basin Yaymn mainly resulted from services rendered related to making space and airtime
reservations for advertiscments on television stations, radio stations, newspapers and magazines.

Due from Superonline mainly resulted from receivables from call center revenues. (Note 22)
Due from Gfirtel mainly resulted from the equipment sales made to Geocell.

Other Current Assets:
At December 31, 2001 and June 30, 2002, the balance comprised:
December 31, June 30,
2001 2002 -
(Unandited)
Advances to suppliers $ B,245 11,606
Deferred financing costs 14,123 14,389
Blocked deposits 11,403 11,405
Prepaid taxes 5,078 651
Other 8116 7005
§ 46965 43,056
Due from Related Parties - Long Term
As of December 31, 2001 and June 30, 2002, the balance comprised;
December 31, June 30,
2001 2002
(Unaudited)
Cukurova Holding A.$. (Cukurova Holding) : $ — 33,424
Azertel 10,085 10,085
Yap: ve Kredi Bankas1 A.S. (Yap1 Kredi) = 35.736
$ 10,085 49,245

Due from Cukurova Holding and Yap: Kredi mainly resulted from advances given for Fintur restructuring,
which has been completed on August 21, 2002. (Note 9)

Due from Azertel mainly resulted from the payment made by Azertel on behalf of Azercell to the
Agzerbaijan Ministry of Communication as profit guarantee for 1997, in accordance with Article 13 of the
GSM contract dated January 19, 1996. Under an amendment made in 1998 to the ariginal contract, the
dividend guarantee was cancelled and advance payments on amounts already distributed as dividends for
1997 were repayable to Azercell. This balance is to be paid off by the cash generated from future dividends
of Azercell to Azertel.

Investments:
At December 31, 2001 and June 30, 2002, investments in associated companies were as follows:
December 31, June 30,
2001 2002
(Unaudited)
Fintur $ 58,229 34,438
Siber Egitim 100 .

$ 28,329 34,438




At December 31, 2001, the Company’s ownership interest in Fintur and Siber Egitim were 25.00% and
49.98%, respectively. Investments in Fintur and Siber Eitim were accounted for under the equity method
of accounting.

On April 25, 2002, Turkiel] transferred its shares in Siber EEitim to other shareholders of Siber Efitim
without any consideration, which resulted in a loss of $48 for the six month period ended June 30, 2002.

At June 30, 2002, the Company’s ownership interest in Fintur was 25.00%. Investment in Fintur was
accounted for under the equity method of accounting. :

On February 28, 2002, the shareholders of Fintur signed a letter of intent for the restructuring of Fintur's
two business divisions, the international GSM businesses and the technology businesses. As per the subject
transaction, Turkeell intends to acquire an additional 16.45% of Fintur's international GSM buginess from
the Cukurova Group, increasing its stake in the business to 41.45%. As part of the subject transaction,
Turkeell intends to sell its entire interest in Fintur’s technology businesses to the Cukurova Group, On May
10, 2002, Turkcell and the other shareholders of Fintur signed a Share Purchase Agreement in connection
with the restructuring of Fintur's two business divisions, which includes the basic principles agreed in the
letter of intent. On August 21, 2002, the transaction has been cormpleted. The consideration paid by
Turkcell to the Cukurova Group resulting from this transaction amounted to $§70,741. On March 7 and May
29, 2002, Turkeell paid $35,371 and $3,789 to the Cukurova Group, respectively, and upon completion of
the transaction Turkce!l paid the remaining $31,581 to the Cukurova Group. Turkcell had receivables from
Fintur of $67,274 as of August 21, 2002 (December 31, 2001: $63,158; June 30, 2002: $68,448) and on
August 22, 2002, Turkcell collected such receivables upon the completion of the transaction. The receipt of
these receivables offset a major portion of the consideration paid by Turkcell to the Cukurova Group.
Therefore, the Company’s net cash outflows in connection with the restructyring amounted to $3,467,
Upon the signing of the letter of intent, Fintur classified the subsidiaries in the technology businesses as
held for sale and measured them at the lower of their carrying amount or fair value less the cost to sell,
which resulted in an impairment charge of approximately $26,940 based on its unaudited consolidated
financial statements for the three month period ended March 31, 2002. The $26,940 impairment charge has
been recognized in Fintur's unaudited consolidated financial statements for the three month period ended
March 31, 2002, which has an effect amounting to $6,735 in Turkcell's consolidated results of operations
for the three month period ended March 31, 2002. Based on its unaudited consolidated financial statements
for the six month period ended June 30, 2002, Fintur recalculated the impairment charge as $11,585, which
has been recognized in its unaudited consolidated financial statements for the six month period ended June
30, 2002. The finalization of this deal would enable Turkcell to focus on its core mobile business since
these GSM operations are located in countries with low mobile penetration rates, which management
believes will provide opportunities for future growth,

Aggregate summarized information of Fintur and Siber Egitim as of December 31, 2001, and for the six
month period ended June 30, 2001, and of Fintur and Siber Efitim for the three month period ended March
31, 2002, and of Fintur as of and for the three month period ended June 30, 2002 are as follows:

December 31, June 30,
2001 2002
(Unaudited).

Current assets S 218,375 629,667
Noncurrent assets 781,824 348,361

1.000,199 978,028
Current liabilities ‘ 571,604 739,971
Noncurrent liabilities 223,559 128,335
Shareholders' equity 205,036 109,722

$ 1000199 978008
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% mon:;gs 2e(n):(;iled %{ monthslendﬁg 6 months canded
une 30, ‘ arch 31, 20 Juge 30, 2002
{Unaudited) (Unaudited) (Unaudited)
Revenues $ 139,640 50,264 58,422
Direct cost of revenues (177,494) (24.900) (28,299)
Loss before taxes (117,263) (71,479) (15;643)
Net loss (121,188) (77,161) (17,028)
Fixed Assets, net:
As of Decemnber 31, 2001 and Junc 30, 2002, the analysis of fixed assets is as follows:
Useful December 31, June 30,
Lives 2001 2002
‘ (Unaadited)
Operational fixed assets:
Base terminal stations 8ycars § 890,323 926,855
Mobile switching center/base station controller 8 years 808,683 822,680
Minilinks 8 years 191,247 192,167
Supplementary system 8 years 34,492 34,208
Call center equipment 5 years 7,210 7,277
GSM services equipment 8 years 77,308 .. 75920
2,009,263 2,059,107
Accumulated depreciation (600,671) {726 08R)
Operational fixed assets, net 1,408,592 1,333,019
Non-operational fixed assets:

‘Land 531 531
Buildings 25 years 169,147 134,997
Furniture, fixture and equipment 4-5 yearg 133,300 137,819
Motor vehicles 4-5 years 6,047 6,041
Leasehold improvements 5 years 52,856 87.778

361,881 - 367,166

Accumulated depreciation (115.363) (142.113)
Non-operational fixed assets, net 246518 _225.053
$ 1655110 1,358,072

Total amount of interest capitalized on fixed assets during the six month periods ended June 30, 2001 and
2002 amounted to $690 and $7, respectively. Total amount of interest capitalized on fixed assets during the
three month periods ended June 30, 2001 and 2002 amounted to $571 and $7, vespectively. Such
capitalized interest is depreciated over the useful lives of the related assets.

At December 31, 2001 and June 30, 2002, total fixed assets acquired under finance leases amounted to
$66,771 and $66,728, respectively. Depreciation of these assets amounted to $890, $844, $1,769 and
$1,690 for the three month and six month periods ended June 30, 2001 and 2002, respectively, and is

included with depreciation expense.
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Construction in Progress:

At December 31, 2001 and June 30, 2002, construction in progress consisted of expenditures in GSM and

non-operational items and is as follows:

Turkeell-Phase 9
Non-operational items
Turkcell-Other projects

Kibns Telekom-GSM network

Intangibles, net:

December 31, June 30,
2001 2002
(Unaudited)
3 116,409 76,609
2,268 2,199
— 2,122
959 564
$ 119636 81.494

As of December 31, 2001 and June 30, 2002, intangibles consisted of the following;

Deccmber 31, June 30,
Useful Hves 2001 2002
(Unaudited)
Turkeell-License (Note 1) 25 years s 500,000 500,000
Computer software 8 years 641,473 656,195
Transmission lines 10 years 13,762 14,604
1,155,235 1,170,199
Accumulated amortization (238,315) (289,668)
§ 916920 —880,531
As of June 30, 2002, amortized intangible assets are as follows:
Grass carrying Accumnlated
gmount amortization
Turkce]l-License 3 500,000 83,333
Computer software 656,195 202,427
Transmission lines 14.004 3.908
$ L170,199 289,668

The Company adopted SFAS No. 142 “Goodwill and Other Intangible Assets” on January {, 2002. The
adoption of SFAS No. 142 did not have a material impact on the Company’s consolidated financial

position or results of operations. As of June 30, 2002, the Company does not have any goodwill or
indefinite live intangible assets,
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Apgregate amortization expense

Aggregate amortization expense for the three month and six month periods ended June 30, 2001 and 2002
were $22,895, $25,709, $44,849 and $51,358, respectively.

Estimated amortization expense

For the year ended December 31, 2002 $ 102,519
For the year ended December 31, 2003 101,568
For the year ended December 31, 2004 100,163
For the year ended December 31, 2005 98,254
For the year ended December 31, 2006 94,131

Short Term Borrowings:
At December 31, 2001 and June 30, 2002, short-term borrowings comprised the following:

December 31, June 30,
2001 2002
(Unaudited)
Current portion of long term borrowings (Note 18) $ 381,773 454,932
Other short term bank loans and overdrafts 1394 826
$ 381167 455,758

Trade Payables:

At June 30, 2002, the balance represents amount due to Ericsson Teleckomiinikasyon A.§. (Ericsson
Turkey) and Ericsson Radio Systems AB (Ericsson Sweden) of $41,037 (December 31, 2001; $170,194)
and $32,867 (December 31, 2001: $88,737), respectively, resulting from fixed asset purchases, site
preparation and other services, and amounts due to other suppliers totalling $23,812 (December 31, 2001:
$43,108) arising in the ordinary course of business.

Turkcell is party to a series of supply agreements with Ericsson Turkey (collectively the Supply
Agreements) under which Ericsson Turkey has agreed to supply Turkeell with an installed and operating
GSM netwaork, spare parts, training and documentation. The Supply Agreements also give Turkeell a non-
exclusive restricted software License for GSM software. Under the Supply Agreements, Ericsson Sweden
guarantees all of Ericsson Turkey's obligations to Turkcell.

Turkcell also entered into a GSM service agreement with Ericsson Sweden under which Ericsson Sweden
supplies Turkeell with the following system services: trouble report handling service, hardware service,
consultation service and emergency service. This agreement expired on December 31, 1998 but contains
successive one-year automatic rencwals unless terminated by either party in writing no later than nine
wonths prior to the expiration of the current term, but not beyond December 31, 2005, As of June 30, 2002
the agreement was automatically extended through December 31, 2002.
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Due to Related Parties:

As of December 31, 2001 and June 30, 2002, due to rclated parties comprised:

December 31, June 30,
2001 2002
(Unaudited)

Hobim Bilgi fslem Hizmetleri A.S. (Hobim) $ A - . 525
Torkive Genel Sigorta A.$. (Genel Sigorta) 425 18
Digital Platform 1,033 -
Superonline : 397 -
Other 1,771 _264

§ 2,626 . 807

Due to Hobim resulted from the invoice printing services rendered by this company, (Note 22)
Due to Genel Sigorta resulted from health and life insurance premiums of the Company’s personnel.

Other Current Liabilities and Accrued Expenses;
At December 31, 2001 and June 30, 2002, the balance comprised:

December 31, June 30,

2001 2002
(Unaudited)
License fee accrual-The Turkish Treasury $ 98,318 186,120
Taxes and withholdings 70,675 70,538
Deferred income 40,930 48,875
Accrued interest on borrowings 45,176 44,076
Selling and marketing expense accruals 8,040 22,224
Transmission fee accruals 3,266 17,916
Interconnection accrual-Tiirk Telekom 11,425 - 12,881
Lease obligations-short tcrm portion (Note 19) 8,660 8,101
Roaming expense acerual 2,240 3,107
Radio cost accrual 5,877 2,087
Accrued interest on lease obligations 1,534 1,992
Other expense accruals 7,284 . 9.938

$ 303425 427.853

In accordance with the License Agreement (Note 1), Turkcell pays the Turkish Treasury en ongoing
license fee equal to 15% of its gross revenue. The balance of $98,318 at December 31, 2001 represents the
license fee accrual amounting to $11,154 for the month of December 2001 and license fee accrual on
interconnection revenues amounting to $87,164 including interest of $22,560 for the months of March
2001 through December 2001, The balance of $186,120 at June 30, 2002 consists of license fee acerual
amounting to $35,513 for the months of May and June 2002 and license fee accrual on interconnection
revenues amounting to  $150,607 including interest of $51,332 for the months of March 2001 through

June 2002.
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Interconnection accrual at December 31, 2001 and June 30, 2002 represents amounts payable under the
Interconnection Agreement (Note 23). The Interconnection Agreement requires that Turkeell pays Tirk
Telekom for Turkeell’'s GSM subscribers’ calls to Tiirk Telekom's fixed-line subscribers,

Taxes on Income: .
The income tax benefit is atwributable to income/loss from continuing operations and consists of’

3 Months Ended 6 Months Ended
June 30, June 30,
2001 2002 2001 2002
(Unaudited)  (Unaudited)
Curreni tax charge - - - -
Deferred tax benefit - - 8 8,783 -
Income tax benefit - - 8 8783 - -

Income tax benefit attributable to income from continuing operations was $8,783 and nil for the six month
periods ended June 30, 2001 and 2002, respectively, These amounts are differed from the smount
computed by applying the Turkish income tax rate of 33% to pretax income from continuing operations as
a result of the following:

3 Months Ended 6 Months Ended
June 30, ‘June 30,

2001 2002 2001 : 2002

: (Unaudited) ' (Unaudited)
Computed “expected” tax
benefit (expense) § 13,459 (1,845) % 46,123 (2,039)
Non taxable translation gain 55,422 50,144 234,904 2,114
Investment tax credit 79,616 (21,454) 87,622 37,397
Change in valuation
allowance (157.461) (28,280) (411,936) (27,460)
Other 8.964 1,435 52.070 (10,012)
Income tax benefit (expense) _ - — $ 8783 I




The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and
liabilities at December 31, 2001 and June 30, 2002 are presented below:

December 31, June 30,
2001 2002
(Unaudited)

Deferred tax assets:

Accrued expenses $ 18,783 34,295

Accounts and other receivables (principally due

to allowance for doubtful accounts) and other 34,572 59,481

Net operating lose carryforwards 250,520 146,961

Tax credit carryforwards (Investment tax credit) 271,698 309,093

Gross deferred tax assets . 575,573 549,832

Less: Valuation allowances {539.739) (542,367)

Net deferred tax assets 35,834 7,465
Deferred tax liabilities:

Fixed assets and intangibles, principally due to

financial leases, differences in depreciation and

amortization, and capitalization of interest and '

foreign exchange loss for tax purposes (35.834) (7.465)

Total deferred tax liabilities (35.834) (7,465

Net deferred tax liabilities (assets) $ c—r e

At June 30, 2002, net operating loss carry forwards are as follows (unaudited):

Expiration
Year Amount Date
1999 $ 1,781 2004
2000 4,785 2005
2001 437,022 2006
2002 851 2007

Non taxable translation gain results from translation of Turkish Lira denominated non-monetary. assets and
ligbilities to the US Dollar, the functional and reporting currency, in accordance with the relevant
provisions of SFAS No. 52 as applied to entities in highly inflationary economies. Under SFAS No. 108,
such translation gains and losses between the tax and book basis of related assets and liabilities do not give
rise to temporary differences. Such amounts are primarily attributable to translation gain resulting trom the
transiation of Turkish Lira denominated fixed assets and intangibles into the US Dollar.

In 1993, 1997, 2000 and 2001, the Turkish Treasury approved investment incentive certificates for a
program of capital expenditures by Turkcell and its subsidiaries in GSM and call center operations. Such
incentives entitle the Company to a 100% exemption from customs duty on imported machinery and
equipment and an investment tax benefit of 100% on qualifying expenditures. The investment tax benefit
takes the form of deductions for corporation tax purposes, but such deductions are subject to withholding
tax at the rate of 19.8%,. Investment incentive certificates provide for tax benefits on cumulative purchases
of up to approximately $3,205,540 in qualifying expenditures, as defined in the certificates. As of June 30,
2002, the Company had incurred cumulative qualifying expenditures of approximately $2,341,631
(December 31, 2001: $2,058,317), resulting in tax credit carry forwards under the certificates of
approximately $309,095 (December 31, 2001: $271,698), net of foreign exchange translation losses. Such
tax credits can be carried forward indefinitely. The certificates are denominated in Turkish Lira. However,
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approximately $2,030,103 of qualifying expenditures through June 30, 2002, (December 31, 2001;
$1,994,427) under such ccrtificates are indexed against future inflation.

The Company establishes valuation allowanees in accordance with the provisions of SFAS No. 109. The
Company continually reviews the adequacy of the valuation allowance based on changing conditions in the
market place in which the Company operates and its projections of future taxable income, among other
factors. Management believes that currently, based on a number of factors, including a history of statutory
tax losses, its limited operating history, the continuing increase in competition, political and economic
uncertainty within Turkey and in certain neighboring countries, and other factors, the availeble objective
evidence creates significant uncertainty regarding the realizability of its net operating loss carryforwards
and tax credit carryforwards. Accordingly, a valuation allowance of approximately $542,367 is recorded as
of June 30, 2002 (December 31, 2001: $539,739) for such amounts. The valuation allowance at June 30,
2002 and December 31, 2001 has been allocated between current and non-current deferred tax assets on a
pro-rata basis in accordance with the provisions of SFAS No. 109. Management believes that it is more
tikely than not that the net deferred tax asset of approximately $7,465 as of June 30, 2002 (December 31,
2001: $35,834) will be realized through reversal of taxable temporary differences. Changes in valuation
allowances mainly result from changes in management’s projections on recoverability of certain deferred
tax assets.

Loug Term Borrowiogs:
At December 31, 2001 and June 30, 2002, long-term borrowings comprised:

December 31, June 30,
2001 2002
(Unaudited)

Loan under the 1999 Issuer Credit Agreement k) 400,000 400,000
1899 Bank Facility 366,667 305,556
Loan under the 1998 Issuer Credit Agreement 300,000 300,000
Akbank T.A.$. (Akbank) 250,000 250,000
Garanti —-Malta 150,000 . 112,500
Vakifbank 100,000 85,714
Nordbanken—Stockholm (Nordbanken) 24,757 20,036 -
Yam ve Kredi Bankast-Bahrain (Yap: Kredi) 3,500 3,500
AB Svensk Exportcredit (AB Svensk) 2,252 1,126
London Forfatting Company 3.500 : - =

1,600,676 . 1,478,432
Less: Current portion of long term borrowings (Note 13) (381.773) (454,932)

$ 1218903 1,023,300

The Company has short and long term credit lines with local and foreign banks. At December 31, 2001,
unused credit tines do not exist. On March 5, 2002, Yapi Kredi has comunitted to provide a cash loan
facility up to $200,000 (o the Company over the next twelve months.

As of December 31, 2001 and Junc 30, 2002, interest on the loan under the 1999 Issuer Credit Agreement
accrues at the rate of 12.75% per annum,

As of December 31, 2001 and June 30, 2002, the interest rate on the 1999 Bank Facility varies between
LIBOR plus 1.00% and LIBOR plus 3.50% per annum in respect of the tranches.

As of December 31, 2001 and June 30, 2002, interest on the loan under the 1998 Issuer Credit Agreement
accrues at the rate of 15% per annum,

The interest rate of the Garanti loan was 14% per annum as of December 31, 2001 and has been amended
as 12% per annum on January 3, 2002 and 9% per annum on April 1, 2002.
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The interest rate of the Vakifbank loan was 14% per annum as of December 31, 2001 and has been
amended as 12% per annum on February I, 2002. On June 3, 2002, Turkcell agréed with Vakifbank to
amend the interest rate further. Accordingly, the interest rate has been amended as 10% per annum
effective May 1, 2002 and 9% per annum effective June 1, 2002.

The interest rate of Akbank loan is LIBOR plus 5.25% per annum as of December-31, 2001 and June 30,
2002. On May 9, 2002, Turkeell agreed with Akbank T.A.S. to extend two principal repayments of existing
borrowings totaling $62.5 million, which were due in 2002, for twelve months subsequent to their initial
maturities.

As of Decemnber 31, 2001 and June 30, 2002, the Company is in compliance with the financial covenants
and ratios with respect to its borrowings.

Generally, long-term horrowings are collateralized by bank letters uf guaramcd and sureties of the
Company’s shareholders. ‘

Long Term Lease Obligations: '
Future minimum finance lease payments as of June 30, 2002 are:

Years

2002 ; 6,488
2003 : 12,949

2004 12,318

2005 and thereafter : 9,617

Total minimum lease payments 41,372

Less: Amount representing interest : . (10,389)
Less: Current installments of obligations under finance leases (Note 16) - (8,101)

22.882

Common Stock: ‘
At December 31, 2001 and Junc 30, 2002, common stock represented 500,000,000,000 authorized, issued
and fully paid shares with a par value of onc thousand Turkish Lira each.

The following table sets forth the computation of basic and diluted earnings per share:

Three Months Ended Six iMoutht Ended
Jane 30, June 30,
2001 2002 2001 . 2002

Numerator:

Net Income/(loss) (40,658) 5,570 (15,174 6178
Denominator:

Basic and diluted weighted average shares 450,354,503,787 500,000,000,000 450,354,503,7:87 500,000,000,0600
Basic and diluted net income (loss) per share {0.00009) 0.00001 (0,00026) 0.00001

On June 18, 2002, the Banking Regulation and Supervision Apgency of Turkey (the BRSA) decided to
transfer the management and supervision of Pamukbank T.A.S. (Pamukbank), one of the Company's
shareholders, to the Savings Deposit Insurance Fund of Turkey (the SDIF) who took over all sharcholding
tights of all Pamukbank sharcholders, ¢xcluding their dividend entitlements. The BRSA cited (hat
Pamukbank failed to take measures required under the Turkish Banks Act; that its total liabilities exceed its
total assets; that its financial weakness threatened depositors’ rights as well as safety and soundness of the
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Turkish financial system and transferred the management and supervision to the SDIF in accordancé with
third and fourth paragraphs of Article 14 of the Turkish Banks Act. Further, in accordance with fifth
paragraph of Article 14 of the Turkish Banks Act, the SDIF, has acquired ownership of Pamukbank by
paying the amount equivalent to Pamukbank’s losses. As of June 30, 2002, to the best of the management’s
knowledge, Pamukbank held 0.51% ownership interest directly and 7.87% ownership interest indirectly in
Turkeell. On August 9, 2002, Pamukbank advised thc Company that the BRSA decided to transfer the
shares of Turkeell held direcily by Pamukbank to the SDIF. Accordingly, on August 21, 2002, the Board of
Directors of Turkcell resolved to register such shares in the Share Register of Turkcell under the name of
the SDIF.

Revenues: o

For the three month and six month periods ended June 30, 2001 and 2002, reveﬁucs consisted -of the
followmg:

3 Months Ended 6 Months Ended
June 30, June 3¢,
2001 2002 2001 2002
(Unaudited) (Unaudited)
Comrmunication fees $ 372,447 432,997 823,859 900,254
Monthly fixed fees 20,980 10,8890 59,881 22,289
Simcard sales 1,738 1,503 3,140 7,328
Call center revenues (Note 22) 1,498 1,976 3,938 4,489
Other 115 113 __272 __ 308

§ 396778 47,478 £01,090 234,669



(22) Related Party Transactions:

For the three month and six month periods ended June 30, 2001 and 2002, significant transactions with the
related parties were as follows: : '

3 Months Ended 6 Months Ended
June 30, Juge 30,
2001 2002 2001 2002
(IInaudited) (Unaudited)
Sales to A-Tel :

Simeard and prepaid cerd sales $ 20,822 35,880 83,204 56,198
Charges from A-Tel ‘
Dealer activation fees and sitheard subsidies 163 . 506 .
Sales to Digital Platform .

Call center revenues 1,152 1,328 2,292 321
arges fr ipital P| ‘
Reimbursement of the costs of its free subscriptions to ‘
Turkeell subscribers 756 2,228 820 4,038
Charges from Aslt Gazetecilik
Advertisement services 6,354 5,406 6,448 8,085
Sales 1o KVK
Simeard sales 7,433 38,491 12,723 55,791
Charpes Hobim
Invoicing service 756 1,453 1,704 2,688
Charges from Superonline ,
Contribution to advertising expenses and internet services '
rendered 92 157 350 407
Sale lin
Call center revenues 600 415 1,181 836
Charges from Genel Yagam Siporta :
Ch. e-sﬁ-o GmclY.a am Sigorta 4 4,766 3,346 5,014
Life insurance premiums
Sales T ell
- 358 17 1,819
GSM Equipment
oy
Sales To Millenjcom . 1,516 . 30n
Telecommunication services
Charges to Digital Platform
Telecommunication services and rent charges 274 123 1,076 510
vy
Charges from Millenicom . 1,617 - 2845
Telecommunication services

Charges from Genel Sigorta
Insurance 83 18 1,004 1,059



Turkeell has agreements or protocols with several of its sharehalders, unconsolidated subsidiaries and
affiliates of the shareholders. The Company’s management believes that all such agreements or protocols
are on terms that are at least as advantageous to the Company as would be available in frensactions with
third parties,

The significant agreements are as follows:
Agreements with A-Tel

A-Tel is one of the principal importers of handsets and is involved in marketing, selling and distributing a
part of Turkeell’s prepaid system. A-Tel is a 50-50 joint venturc of KVK and Sabuh media group. A-Tel
acts as the only dealer of Turkcell for Muhabbet Kart (a prepaid card), and receives dealer activation fees
and simcard subsidies for the sale of Muhabbet Kart, In addition to sales of simeards and scretch cards
Turkcell has entered into several agreements with A-Tel for sales campaigns and for subscriber activations.
Sales campaigns are also incorporated with Sabah, the media company.

Agreements with KVK

KVK, one of Turkcell’s principal SIM card distributors, is a Turkish company controlled by three.
individuals who are affiliated with Turkcell’s shareholders. In addition to sales of simcards and scratch
cards Turkcell has cntered into several agreements with KVK, in the form of advertisement support
protocols, each lasting for different periods pursuant to which KVK must place advertisements for
Turkeell’s services in newspapers. The objective of these agreements was to promote and increase handsct
sales with Turkcell’s prepaid and postpaid brand SIM cards, thereby supporting the protection of
Turkcell’s market share in the prevailing market conditions. The prices of the contracts were determined
according to the cost of advertising for KVK and total amount of advertisement benefit received, reflected
in Turkcell’s market share in new subscriber acquisitions. Distributors' campaign projects and market
share also contributed to the budget allocation,

Agreements with Digital Platform

Digital Platform, a direct-to-home digital broadcasting company under Digitwk brand name, is a
subsidiary of Fintur, one of Turkcell’s affiliated companies. Digital Platform holds the broadcasting rights
for Turkish Super Football League until May 2004. Turkcell has entered into several agreements with
Digital Platform, in order to exploit the unique position of Digital Platformn in Turkey, including a slow
motion advertising agrcement, relating to Turkcell ads shown on digital television screens during football
games and related events, amounting to $5,000 for a period of one year and extendable if any of the parties
do not oppose it. In addition, Turkeell has agreed with Digital Platform to sponsor some of the films
broadcast on its pay-per-view channels. Turkcell also has a rent agreement for the space occupied by
Digital Platform in one of Turkcell’s buildings, an agreement related to the provision of Group SMS
services that Turkeell offers to Digital Platform, and an agreement for call center services provided by
Turkeell’s subsidiary Global,

Agreements with Ash Gazetecilik

Aslt Gazetecilik, 2 media planning and marketing company, is a Turkish company owned by one of
Turkeell’s principal shareholders, Cukurova Group. Turkeell receives services related to making space and
airtime reservations for advcrtisements on television stations, radio stations, newspapers and magazines.

Agreements with Genel Yasam Sigorta

Genel Yagam Sigorta, a life insurance ¢ompany, is a Turkish company owned by one of Turkeell’s
principal shareholders, Cukurova Group. Turkcell has signed agreements for the life insurance policies
related to its personnel and the personncl of some of its dealers,
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Agreements with Hobim

Hobim, one of the leading data processing and application service provider companies in Turkey, is owned
by the Cukurova Group. Turkcell has entered into invoice printing and archiving agreements with Hobim
under which Hobim provides Turkcell with monthly invoice printing services, manages archiving of
invoices and subscription of documents for an indefinite period of time.

Agreements with Superouline

Turkeell and Superonline have entered into an agreement to provide mutual services to each other.
According to the agrecment, Superonline provides dealer automation services, web hosting services,
internet access services, high speed circuit switched data services, wireless application protocol services
and unified messaging services. Against the services provided by Superonline, Turkeell provides space to
Superonline on base gtation sites to install sctvers and equipuientls to increase the performance of the
system infrastructure of Superonline.

Financial leasc agreements with Yapi Kredi Finansal Kiralama A.S.

Turkeell has enlicred into a finance lease agreement with Yap: Kredi Finansal Kiralama A.§ (Yapi Kredi
Leasing), an affiliate of Yaps Kredi, a sharcholder of the Company, for the new headquarters building it
began to occupy in early 1998. The purchase price of the building was $14,162. Turkeell has purchased the
building at May 17, 2002 for its nominal purchase price.

In addition, Turkcell has entered into a finance lease agreement with Yapt Kredi Leasing for a building in
Ankara for regional offices. The purchase price of the building was $16,400 and Turkeell’s outstanding
lease obligation ut June 30, 2002 was $10,888 (December 31, 2001: §11,902). Turkcell may purchage the
building at the ¢nd of the lease period for a nomina] purchase price.

Financial leasc ngreements with Pamuklease Pamuk Finansal Kiralama A.S.

Turkeell has enlered into five finance lease agreements with Pamuklease Pamuk Finansal Kiralama A:S.
(formerly Interlease Inter Finansal Kiralama A.§.), a Cukurova Group Company, for Turkeell’s
departments and regional offices in Istanbul, Ankara and iznir. The purchase price of the buildings was
$32,673 and Turkeell’s outstanding lease obligation at June 30, 2002 was 20,081 (December 31, 2001:
$22,609). Turkeell may purchase the building at the end of the lease period for a nominal purchase price.

Personal loans to directors and executive officers

As of December 31, 200] and June 30, 2002, 10 of the Company's directors and executive officers have
outstanding personal loans from the Company amounting $179 and $106, respectively.

Commitments and Contingencies:

Legal Proceedings

The Company is involved in various claims and legal actions arising in the ordinary course of business
described below,

Dispute on Treasury Share:

On an ongoing basis, Turkcell must pay 15% of its monthly gross revenue, which is defined in its license
agreement as subscription fees, fixed-monthly fees and communication fees including taxes, charges and
duties to the Turkish Treasury. The Turkish Ministry and the Turkish Treasury informed Turkeell that, in
their view, its 15% ongoing license fue should be calculated before deduction of VAT, its required
contribution to the cducation {und and the frequency usage and transmission fees. Turkeell has consistently
calculated its 15% ongoing license fee after deducting for these items, which Turkeell believes is consistent
with the terms of its license. VAT in Turkey is currently 18% and the education fund and frequency usage
and transmission fces, which are calculated as fixed fees, have amounted t0 approximately $164,620
between acquisition of its license and June 30, 2002. The Turkish Ministry and the Turkish Treasury have



taken the position that such collections are required to be included in calculating the amount of its ongoing
license fee. On November 8, 1999, the Turkish Ministry notified Turkcell and Telsim, the other GSM
operator at that time, which Turkcell believes was computing its license fee obligation in the same manner
as Turkeell were, that the Danistay ruled that the interpretation of the Turkish Ministry was correct and that
from November 1999 forward its 15% ongoing license fee should be calculated according to the Turkish
Treasury's method. On November 18, 1999, the Turkish Treasury informed Turkcell that all payments
under its license should be calculated retroactively using such methodology and paid to the Turkish
Treasury applying the statutory interest rate on the unpaid balance from April 27, 1998, the date its license
was granted.

Under the Turkisk Treasury's caleulation, the cumulative amount of VAT, education fund, frequency usage
and transmission fees from April 27, 1998, until December 31, 1999, was $264,126. The Turkish Treasury
requested that Turkeell pays 15% of this amount, which was $7,482 fur the year ended December 31, 1998
and $32,137 for the year ended December 31, 1999. The statutory interest rate as applied on this unpaid
balance results in an additional payment of $12,536 for the year ended December 31, 1998 and $15,424
for the year ended December 31, 1999. Turkeell disagrees with the Turkish Treasury's position, and
initiated an administrative suit at the Danistay against the Turkish Ministry and the Turkish Treasury. On
December 29, 1999, Turkecll obtained an injunction to prevent the Turkish Treasury from collecting the
license fee in respect of the disputed amounts, On February 16, 2000, the Danistay lifted the injunction in
respect of the license fe¢ payable on account of collections of VAT but upheld the injunction with respect
to the state education fund and the frequency usage and transmission fees. Subsequent to the Danistay's
decision on February 16, 2000, the Turkish Ministry and the Turkish Treasury filed a challénge to the
Danistay's decision fo uphold the injunction with respect to the state education fund, frequency usage and
transmission fees, and Turkeell filed a challenge to the Danistay's decision with respect to VAT, Both
challenges were rejected by the Danistay on April 21, 2000. On October 15, 2001, a substantive decision in
line with the injunctive relief was rendered by the Danistay, The Danistay ruled that VAT should be
included in the calculation of gross revenue whereas the state cducation fund, the frequency usage fees and
transmission fees should not, Turkcell cxpects that both parties will appeal the parts of the decision adverse
to their interests, On March 24, 2000, Turkcell paid to the Turkish Treasury a sum of $57,163 for license
fees on account of VAT and the accrucd late payment interest collected since April 1998, which sum
excludes license fees on account of the education fund and the frequency usage and transmission fees.

Turkcell hag paid the above amount, with a reservation, to the Turkish Treasury, and will continue to pay
license fees in respect of VAT collections, subject to a final judgment to be rendered by the Danistay. On
March 27, 2000, Turkcell filed a challenge against the Danistay's decision to lift the injunction with respect
to VAT, which was rcjected on April 21, 2000. Unpaid amounts with respect to the state education fund,
frequency usage and transmission firs, including interest, amounted to $47,591 and $57,569 as of
December 31, 2001 and June 30, 2002, respectively. Turkeell and its legal counsel believe that Turkcell
will prevail with respect to payment of the education fund, frequency usage and transmission fees.
Accordingly, Turkcell has not made any provisions in the Company’s consolidated financial statements for
license fee payments with respect to collections on account of the education fund, frequency usage and
transmission fees, There can be no assurance, however, that there will not be an unfavorable ruling in this
matter or that such un outcome would not have a material adverse effect on the Company’s consolidated
financial position, results of operations, or liquidity.

Dispute on VAT on License Fee:

On May 4, 2000, Turkcell received a notice from the Istanbul Bogaziei Tax Office of the Ministry of
Finance, or the Tax Office, asscrting deficiencies in VAT declarations for the month of April 1998. The
Tax Office claims that Turkcell should have paid VAT on the $500,000 upfront license fee paid to the
Turkish Treasury, The notice stated that, based on calculations made by the Tax Office on February 29,
2000, Turkcell should have paid VAT of TL 18.6 trillion (equivalent to $11,874 at hine 30, 2002) on the
upfront license fee in April 1998. The T'ax Office has also imposed late interest charges equal to TL 48.1
trillion (equivalent to $30,634 at June 30, 2002) and a penalty fee of TL 37.3 trillion.(equivalent to $23,747
at June 30, 2002). The Tax Office's position is premised on the view that the license was not transferred or




sold to Turkcell but lcased for a period of 25 years. Accordingly, the Tax Office claimed that under
Turkish law, VAT should be paid on the upfront license fee and that Turkcell should pay the VAT because
the lessor, the Turkish Ministry, is not a registered tax payer.

If the Tax Office prevailed in this case, Turkeell would have a payable to the Tax Office for the amount of
VAT, which would be offset by a VAT recoverable in the same amount and would not result in cash
outflow from Turkcell for the VAT payment. However, the interest charge on the unpaid VAT of
TL 59.1 trillion {equivalent o $37,664 at June 30, 2002) and the penalty fee of TL 37.3 trillion (equivalent
to $23,747 at June 30, 2002) would have to be paid. Turkcell has filed a petition in the Tax Court to
challenge all deficiencies as ruled by the Tax Office, The Tax Court has rejected its claim and Turkcell has
appealed the case to the Danistay.

While the case was pending at the Danistay, the Tax Office requested on March 16, 2001 that Turkeeht
pays VAT on the uptront license [ce as well as the Jate payment interest on the wapaid VAT and the
penalty fee. While continuing its court challenge, Turkcell has cstablished a payment schedule for such
amounts. In accordance with the payment schedule, Turkcell was required to pay VAT on the upfront
license fee amounting to TL 18.6 trillion (equivalent to $11,874 at June 30, 2002), the outstandiny interest
charge amounting to TL 60.7 trillion (equivalent to $38,709 at June 30, 2002) and the penally fee
amounting to TL 9.3 trillion (equivalent to $5,936 at June 30, 2002).

On March 16, 2001, Turkcell paid TL 214 trillion (equivalent to $21,280 at March 16, 2001 and
$13,654 at June 30, 2002), of which TL 18.6 trillion (equivalent to $18,501 at March 16, 2001) was for
VAT on the upfront licensc fee and TL 2.8 trillion (equivalent to $2,779 at March 16, 2001) was for the
outstanding interest charges. The remaining TL 67.3 trillion (equivalent to $66,787 at March 16, 2001 and
$42,862 at June 30, 2002) was to be payable in 15 monthly installments starting March 30, 2001, The first
installment was for TL 5.4 trillion (equivalent to $5,313 at March 16, 2001 and $3,410 at June 30, 2002)
and the remaining installments were to be in equal amounts of TL 4.4 trillion (equivalent to $4,39) at
March 16, 2001 and $2,819 at June 30, 2002). On March 21, 2001, Turkcell also provided a bank letter of
guarantee from Yapi ve Kredi Bankasi to the Tax Office amounting to TL 68.0 trillion (equivalent to
$70,005 at March 21, 2001 and $43,336 at June 30, 2002). On April 12, 2001, the Istanbul Fifth Tax Court
reduced the outstanding interest charge from TL 60.7 trillion to TL 11.1 trillion (equivalent to $8,698 at
April 12, 2001 and $7,088 at June 30, 2002). The Tax Office has appealed this decision. Pursvant to the
Istanbul Fifth Tax Court's ruling, on May 31, 2001, Turkcell replaced its previous bank letter with a new
bank letter of guarantee amounting to TL 15.0 trillion (equivalent to $12,970 at May 31, 2001 and
$9,559 at June 30, 2002) reflecting the reduction in the outstanding interest charge. Accordingly, its
payment schedule was amended. Payments already made have been set-off against future payments.

On July 9, 2001, the Danistay remitted the issue regarding the legality of the penalty fee to the Tax Court,
which had previously reduced the penalty fee to TL 9.3 trillion (equivalent to $5,936 as of June 30, 2002).

Out of a total interest charge of TL 13.2 trllion (equivalent to $8,406 as of June 30, 2002), which includes
additional accrued interest of TL 2.1 trillion {(equivalent to $1,318 as of June 30, 2002), Turkcell has paid
TL 4.5 trillion (equivalent to $2,835 as of June 30, 2002) pursuant to the payment plan and an accrual was
made for the unpaid portion of TL 8.7 trillian (equivalent to $5,571 as of June 30, 2002) in the
consolidated financial statcments as of and for the six months period ended June 30, 2002. Turkcell neither
recorded nor agreed to a payment schedule for the penalty fee because Turkeell and its lega) counsel have
not reasonably estimated the possible outcome of this uncertainty. There can be no assurance, however,
that there will not be an unfavorable ruling in this matter or that such an outcome would not have a
material adverse cfTect on the Company’s consolidated financial position, results of operations, or liquidity.
If the cases are resolved in favor of the Tax Office, Turkeell will be liable to the Tax Office for the
additional interest charges of TL 46.0 trillion (equivalent to $29,245 as of June 30, 2002) and the penalty
fee up to TL 37.3 trillion (equivalent to $23,747 as of June 30, 2002),

In addition to the foregoing, Turkcell has not paid VAT on the ongoing license fees paid to the Turkish
Treasury since this was also not stated in the License Agreement at the time the License was acquired.
However, on December 28, 2001, the board of accounting experts of the Ministry of Finance jssued an



opinion stating that GSM licensees in Turkey should pay VAT on the ongoing license fee paid to the.
Turkish Treasury. In addition, the opinion stated that since GSM operators have not paid such amounts,
penalties and interest should be paid as well as back payments of VAT, Pursuant to this opinion, the Tax
Office delivered to Turkcell a notice on January 31, 2002, asserting deficiencies in VAT declarations
requesting payments of approximately TL 91.4 tritlion (equivalent to $58,232 at June 30, 2002) for VAT,
which will be offset by a VAT recoverable and will not result in a cash outflow from Turkcell and a total
of approximately TL 145.3 trillion (equivalent to $92,581 at June 30, 2002) for penalty fees. Turkeell
began discussions with the Tax Office to discuss their deficiency notice. If Turkeel] is unable to settle this
matter with the Tax Office, legal claims may be brought by Turkeell or the Tax Office. Turkeell and its
Jegal counsel believe that if such claims are asserted, Turkcell will prevail. However, Turkcell has made a
provision of TL 1.9 trillion (equivalent to $1,225 at June 30, 2002) in its consolidated financial statements
for interest payment considering that the case is identical with the dispute regarding VAT on Turkcell's
upfront License fee. Tuckeell Las pludyed assets worth TL 749.5 (rillion (equivalent to 3477,649 at June
30, 2002) to the Tax Office. There can be no assurance, however, that legal proceedings will not be
instituted or that if such proceedings were instituted that there would not be an unfavorable ruling in this
matier. An adverse outcome in any such proceeding or the payment of VAT on the ongoing license fees
paid to the Turkish Treasury would have a material adverse cffect on the Company’s consolidated financial
position, results of operations, or liquidity.

Dispute on Tiirk Telekom Interconnection Fee:

Turk Telekom notified Turkeell on February 14, 2000, that it was modifying the method by which it
calculates the interconnection fee that it pays to Turkeell. Turk Telekom believes that it should be
permitted to deduct from the revenucs used to determine the interconnection fee the 15% "fund" payment
that it pays to the Turkish Treasury and a 2.5% payment that it pays to the Turkish Radio and Television
Institution, which is a payment that Turk Telekom was required to make during 2000 enly. Based on this
position, Turk Telekom withheld TL 6.6 trillion (equivalent to $4,207 at June 30, 2002) from the amount it
paid to Turkcell for interconnection for the first two months of 2000. On April 25, 2000, Turkcell obtained
an injunction from the commercial court preventing Turk Telekom from calculating the interconnection fee
in this manner from March 1, 2000 onwards,

On May 4, 2000, Turkcell commenced a first lawsuit against Turk Telekom to recover the TL 6.6 trillion it
retained with respect to the first two months of 2000. On October 5, 2000, the court ruled against Turkcell
in this lawsuit and lifted the injunction Turkeell obtained on April 25, 2000. Turk Telekom subsequently
notified Turkcell on October 16, 2000 that it was requesting payment for TL 37.5 trillion (equivalent to
$23,897 at June 30, 2002) representing the amount Turk Telekom would have deducted from its revenues
for the period between March 2000 and September 2000, On October 31, 2000, Turkcell paid Turk
Telekom a first instaliment of TL 16.0 trillion (equivalent to $10,260 at June 30, 2002) with a reservation.
Turkeell filed an appeal against the October 5, 2000 decision before the appeals court. On November 3,
2000, Turkeell obtained an injunction to prevent Turk Telekom from continuing to calculate its
interconnection fee in this manner. Out of the total additional interconnection fee of $91,151 sought by
Turk Telekomn, which includes a statutory interest charge of $3,828, $35,332 was paid to Turk Telekom
and liability was recorded for the unpaid portion of $55,819 in the consolidated financial statements as of
and for the year ended December 31, 2000. On May 11, 2001, the appeals court ruled that Turk Telekom
should be permitted to deduct from its revenues the 2.5% payment that it paid to the Turkish Radio and
Television Institution for the year 2000 but remanded the decision regarding the 15% fund to the lower
court. At the end of first half of 2001, Turkeell has reversed $81,317, which was previously acerued but not
paid and included in direct cost revenucs both in year 2000 and in the first half of 2001, Additionally, as a
result of the progress in the legal proceeding with Turk Telekom for 15% fund previously paid to Turk
Telekom, $23,287 was rccorded as income in direct cost of revenues related with the paid portion of
$35,332 as of and for the year ended December 31, 2000. As a result, Turkcell has recorded $49,595 as
income in the direct cost of revenues in the accompanying financial statements for the year ended
December 31, 2001. On January 24, 2002, the lower court rendered a decision in line with the appeals
court's decision and ruled that Turk Telckom is permitted to deduct the 2.5% payment from its revenue for
the year 2000 but that it is not permitted to do so for the 13% fund payment. As a result, on March [3,




2002, Turkeell received approximately TL 14.0 trillion (equivalent to $10,092 at payment date) from Turk
Telekom, which was related to the TL 6.6 trillion (equivalent to $4,207 at June 30, 2002) withheld by Turk
Telekom, plus interest.

On November 10, 2000, Turkeell filed a second lawsuit to recover the TL 16.0 trillion (equivalent to
$10,260 at June 30, 2002) paid to Turk Telekom as its first installment. In this second lawsuit the court
decided to await the appcals court decision to be rendered in the first lawsuit and to be bound by such
decision. While the appeals court decided in favour of Turkeell in first lawsuit, the court decided in favour
of Turk Telekom, The Company will appeal the court’s decision and management and legal counsel of the
Company expects a similar decision with the first lawsuit and to recover the TL16.0 trillion paid to Turk
Telekom with interest.

Dispute on Tiirk Telekom Interconnection Fee:

The Turkish Electrical Enginecrs' Society commenced a lawsuil against Turk Tclekom in 2000 in the Ninth
Administranve Court. In the lawsuit, the Twrkish Electrical Engineers’ Society claimed that its
interconnection agreernent with Turk Telekom violates public policy and the provisions of the Turkish
Constitution relating to the protection of consumers and the prevention of monopolies and cartels, In
QOctober 2000, the court annulled Annex 1-A.1 of its interconnection agreement with Turk Telekom, which
deals with call tariffs. Although Turkcell was not a party to the lawsuit, its interest has. been affected by
the decision. Under Annex I-A.1, Turk Telekom retains a net amount of 6 cents per minute, after
deducting VAT, communications tax and other taxes from the basic onc-minute unit charges of Turk
Telekom, and pays the remaining amount to Turkeell for traffic switched from the Turk Telekom network
to its network. Turkcell pays Turk Telekom a net amount of 1.4 cents per minute for local traffic and a net
amount of 2.5 cents per minute for metropolitan and long-distance traffic switched from Turkcell to Turk
Telekom.

On November 20, 2000, Turkecll was informed of the court's decisian and received notification from Turk -
Telekom that atl interconnection fees since the acquisition of its license paid by Turkeell to Turk Telekom
and by Turk Telekom to Tutkcell must be the same to comply with the court's decision and should be
retroactively calculated from the date of its license and include the statutory interest raie on the unpaid
balance. Turk Telekom made one claim pertaining to the period extending from the date of its license up to
October 2000, and a second to January 2001, Turkeell initiated two separate lawsuits for each period
before the commercial court to cancel Turk Telekorm's request until Turkcell agrees with Turk Telekom to
replace the cancelled provisions of its interconnection agreement, The case is still pending and the
injunction granted in the first case was subsequently lifted but in November 2001, Turkcell obtained an
injunction in the second lawsuit which helps cover both periods and which is currently in effect preventing
Turk Telekom from collceting this amount. In the first case, the court decided to postpone its decision until
the court in the second case renders u final decision. An expert opinion was rendered in its favor on August
21, 2001 in the sccond lawsuit, Turk Telckom appealed the decision in the second lawsuit. Turkcell is
preparing to file its response 1o their appeal as soon as Turkeell is served with Turk Telekom’s filing.

In addition to the forcyoing, Turk Telekom initiated a lawsuit to have the principle of equivalent
computation decided and made a payment request of T1. 1,083.2 trillion (equivalent to $690,312 at June
30, 2002). The court decided the casc should be consolidated with the first lawsuit, Turkeell and its legal
counsel believe that Turkcell will prevail in this matter. There can be no assurance, however, that there
will nat be an unfavorable ruling in this matter or that such an outcome would not have s material adverse
effect on the Companys consolidated financial position, resuits of operations, or liquidity.

Dispute on Additional Treasury Share on Value Added Services and Other Charges:

On November2, 2000, Turkcell reccived a notice from the Turkish Ministry stating that ceriain
valuc-added services, transaction fees, roaming revenue and interest charges for late collections should be
included in the determination of the ongoing license fees paid 1o the Turkish Treasury. The Turkish
Treasury informed Turkcell that the license fees for all such services would be retroactively recalculated
from the date of its license agreement and paid to the Turkish Treasury after applying the statutory interest
rate. On December 22, 2000, Turkcell initiated a suit against the Turkish Ministry and the Turkish



Treasury before the Administrative Court (0 enjoin the Turkish Ministry and the Turkish Treasury from
charging Turkcel] these fees. The Administrative Court dismissed the case based on lack of jurisdiction
and transferred the case to the Danistay, which has jurisdiction over the case. On July 25, 2001, the
Danistay notified Turkcell that it has tejected Turkeell’s request to obtain an injunction to prevent the
Turkish Treasury to collect such fees. On July 25, 2001, Turkeell appealed this decision. On Ogtober 15,
2001, Turkecell was notified that the Danistay’s decision, which was dated September 14, 2001, to r¢ject its
request to obtain an injunction 10 prevent the Turkish Treasury to collect such fees was reaffirmed.
Turkeell and its legal counsel have not rcasonably estimaled the possible outcome of this uncertainty.
Accordingly, Turkeell has not recorded any accrual for additional ongoing license fees for such services
and revenues and interest, If the case is resolved in favour of the Turkish Treasury, Turkecell will be lisble
to the Turkish Treasury for up to TL 237.2 trillion (equivalent to $151,189 as of June 30, 2002} including
interest of TL 126.0 trillion (equivalent to $80,291 as of June 30, 2002) as of June 30, 2002. There can be
no assurance, however, that there will not be an unfavorable ruling in this matter or that such an -outcome
would not have a material adverse effect on the Company’s consolidated financial position, results of
operations, or liquidity. '

Class action lawsuit against Turkcell:

On November 22, 2000, a purported class action lawsuit was initiated in the United States District Court
for the Southem District of New York against Turkcell and other defendants. The complaint alleges that
the prospectus issued in connection with its initial public. offering in July 2000 contains false and
misleading statements rcgarding its "churmn rate” and omits material financial information.

The plaintiff brought the lawsuit as a class action on behalf of individuals and entities that purchased its
American Depository Shares, or ADSs, at or traceable to the initial public offering. The plaintift secks to
recover damages pursuant to sections 11 and 15 of the Securities Act of 1933 for the difference between
the price each purchaser paid for ADSs and either the price of the ADSs at the time the complaint was filed
or the price at which such ADSs were sold if sold prior to November 22, 2000. Since November 2000,
approximately ten substantially identical purported class action lawsuits have been filed on behalf of the
same class. On March 5, 2001, the court consolidated the fawsuits, appointed two lead plaintiffs and
appointed lead counsel. On March 29, 2001, plaintiffs in securities lawsuits against Turkeell filed a
consolidated and amended class action complaint, which alleges that the prospectus issued in connection
with its initial public offering in July 2000 contained false and misleading statements regarding its chumn
rate and omitted material financial information. On June 11, 2001, Turkeell filed a motion to dismiss
plaintiffs’ ¢claims. On November 1, 2001, its motion to dismiss was granted on the claim alleging omigsion
of material financial information but denied for the claim regarding churn. Turkeell has now entered the
discovery process, On March 20, 2002, the plaintiffs filed a motion asking the court to certify the case asa
class action. On May 10, 2002, Turkcell filed a memorandum of law opposing Plaintiff*s Motion for Class
Certification. The court has not yet ruled on this motion. Turkcell intends to defend itself vigorously once
the case is examined on & substantive basis. At this point in the litigation it is premature to estimate its
potential liability, if any, from the class action lawsuit.

Dispute on tariff increase of transmission lines leases:

Currently, Turkeell lcases all of its transmission lines from Turk Telekom. Turkeell is required to do so to
the extent that Turk ‘I'vlekom can sausfy its requirements, Turk Telekom's monopoly on providing
transmission lines is scheduled to expire no later than the end 0f 2003. '

Effective from July 1, 2000, Turk Telckom annulled the discount of 60% that it provided to Turkeell based
on its regular ratio, which had been provided for several years, and, at the same.time, Turk Telekom started
to provide a discount of 25% being subject to cerfain conditions. Turkeell filed a lawsuit against Turk
Telekom for the application of the agreed 60% discount, However, on July 30, 2001, the Company had
been notified that the appeals court upheld the decision made by the commercial court allowing Turk
Telekom to terminate the 60% discount. Accordingly, the Company paid and continues to pay transmission
fees to Turk Telekom based an the 25% discount. Although Turk Telekom did not charge any interest on
late payments at the time of such payments, the Company recorded an accrual amounting to TL 3.0 triflion



(equivalent to $2,099 and $1,926 as of December 31, 2001 and June 30, 2002, respectively) for possible
interest charges as of December 31, 2002, On May 9, 2002, Turk Telekom requested an interest amounting
to TL 30.1 trillion (equivalent to $19,162 at June 30, 2002) on these late payments. The Company did not
agree with the Turk Tclekom’s interest calculation and, accordingly, Turkeell obtained an injunction from
the commercial court to prevent Turk Telekom from collecting any amounts relating 10 this interest charge.
Also, the Company initiated a lawsuit against Turk Telekom on the legality of such interest. As of June 30,
2002, the Company made a provision of TL. 13.3 million (equivalent to 38,474 as of June 30, 2002) because
its management and legal counsel belicve that this is the maximum potential liability in accordance with
the relevant provisions of the Interconnection Agreement,

On March 2, 2001, Turk Telckom unilaterally, and without the approval of the Turkish Ministry, increased
the fees it charges Turkcell for access to its transmission lines by 100%, effective April 1, 2001, and
refused to lease Turkcell any further transmission lines. On May 25, 2001, Turkeell obtained an injunction
from the commercial court to compel Lurk Telekom to leuse additional transmission lines to Turkcell and
to prevent Turk Telekom from collecting any amounts relating to their increase in the transmission line fee,
On June 4, 2001, Turkeell initiated a lawsuit against Turk Telekom to rule on the legality of Turk
Telekom's increase in the transmission line fees and their refusal to lease additional transmission lines to
Turkeell, In this lawsuit, Turk Telekom objected to the May 25, 2001 injunction but the injunction was
upheld. In November 2001, Turk Telekom sct mew fees in accordance with Telecommunications
Authority’s rules for access to Turk Telekom's transmission lines, From that date Turkeell has paid the
fees set by the Telccommunications Authority. Therefore, Turk Telekom's claim for increased
transmission fees relates to fecs they claim they should have received between the end of March and the
end of October 2001. On February 28, 2002, the commercial court granted its request for an expert
opinion. Turkeell and its legal counscl believe that Turkeell will prevail in this matter. If the case is
resolved in favour of Turk Telckom, Turkcel) will be liable 1o Turk Telekom for up to TL 68.9 trillion
(equivalent to $43,923 as of June 30, 2002) including interest of TL 31.6 trillion (equivalent to $20,123 as
of June 30, 2002) as of June 30, 2002, There can be no assurance, however, that there will not be an
unfavorable ruling in this matter or that such an outcome would not have a material adverse effect on the
Company’s consolidated financial position, results of operations, or liquidity.

Dispute on National Roaming Agreement:

The introduction of national roaming in Turkey could have a2 negative impact on the Company’s
consolidated financial position, results of operations or liquidity. Roaming allows subscribers to other
operators' services to use its netwarks when they are outside the reach of their own operators' network
service areas. National roaming is an issuc in Turkey because several Turkish mobile operators have
networks with limited geographic reach.

During the third quarter of 2001, Turkcell was approached by IsTim to negotiate a national roaming
agreement. These negotiations did not result in a mutual agreement. Therefore, the discussions continued
under the supervision of the Telecommunications Authority. The Telecommunications Autharity proposed
a solution on October 18, 2001 and asked the parties to reach a decision by November 15, 2001, The
proposal included an upfront fce as well as 4 per minute fee and a guaranteed volume of airtime usage for
the term of the agreement. As Turkeell belicves that the Telecommunications Authority is not authorized to
intervene in this issue and its proposal is technically impossible to apply and commercially unacceptahle,
Turkcell obtained an injunciion on November 12, 2001 from the Ankara Fourth Court of Tirst Instance
regarding the conflict. According to the Court's decision, the execution of a national roaming agreement
between I5Tim and Turkcell has been prevented, The Telecommunications Authority and IsTim have
appealed the granting of the injunction. In addition, on November 26, 2001, Turkcell initiated an
arbitration suit in the [nternational Court of Arbitration of the International Chamber of Commerce (“1CC”)
against the Turkish Ministry and the Telecommunications Authority. Furthermore, Turkeel has initiated an
action before the Ankara Ninth Administrative Court on November 13, 2001 to anaul the sbove-mentioned
proposed solution of the Telecommunications Authority. On December 6, 2001, the Ankara Fourth Court
upheld the injunction it rendered in Turkeell’s favor on November 12, 2001.



On March 8, 2002, the Telecommunications Authority published a new regulation regarding procedures
and policies related to a national roaming agreement. The Telecommunications Authornity has invited all
parties affected by the ncw regulation, including Turkeell,. to discuss the new regulations with the
Telecommunications Autharity. Two of the most imporiunt provisions of the new regulation are
Provisional Article 1 and Article 17. Provisional Article 1, which deals with negotiations, agreements and
documents relating to the issuance of this regulation, states tha( all ongoing negotiations shall continue in
compliance with the new regulation and that all agreements and documents completed before issuance of
the new regulation shall remain valid and binding. Article 17, which sets out penalties to be imposed on
any party violating the provisions of the new regulation, imposes the following penalties and sanctions:

- a penalty of 0.01% of an operator's tumover in the previous year for failure 10 provide the
documents or information requested by the Telecommunications Authority, or the provision of
defective or misleading information;

- a penalty of no less than 1% and no more than 3% of an operator’s turnaver in the previous year
for failure to implement the national roaming requirememts- set by the: Telecommunications
Authority within the r¢quired time period; and

- a penalty of no less than 1% and no more than 3% of an operator's tumnaver in the previous year
for the interruption of service without a valid reason following commencement of national roaming
service.

If Turkeell is forced to cnter a national rouming agreement with IsTim on terms and conditions that da not
provide an adequate retumn on its investment in its GSM network, its financial position, results of
operations and cash flows could be materially adversely affected.

In a letter dated March 14, 2002, the Telccommunications Authority subjected IgTim's request for national
roaming to the condition that il be reasonable, economically viable, and technically possible. Nevertheless
the Telecommunications Authority declared that Turkeell is under an abligation to enter a national roaming
agreement with [sTim within a 30 day period. However, Tur kcdl still benefits from the injunctive reliet
obtained on November 12, 2001.

On April 8, 2002, Turkecll abtained a cautionary injunction from the Court against the application of the
new regulation published by the Telecommunications Authority requiring it to agree on.national roaming
within 30 days and providing for penalties in case Turkcell did not agree. Turkeell initiated proceedings
against application of the new regulation before the ICC on April 11, 2002, requesting certification of the
fact that it is not required to enter into an agreement within 30 days and that it is under no obligation to pay
any penalties whatsoever if it docs not agree within 30 days. Turkeell believes that Telsim has obtained a
similar injunction but has not yet enforced it. The partics to the ICC proceedings dated April 11, 2002,
have not yet appointed their arbitrators.

If Turkcell is forced to enter a national roaming agreement with I5Tim on terms and conditions that do not
provide an adequate rclurn on its investment in its GSM network, its financial position, results of
operations and cash flows could be materially adversely alfected.

Investigation of the Turkish Competition Bourd

The Turkish Competition Bourd (the Competition Board) conmenced an investigation of business dealings
between Turkeell and KVK, the primary distributor of Ericsson GSM handsets in Turkey, in October 1999.
The decision of the Competition Board concerning this investigation was verbally rendered to Turkeelt on
August 1, 2001. The Compctition Board decided Turkcell was disrupting the competitive environment
through an abuse of dominant position in the Turkish mobile market and infringements of certain
provisions of the Law on the Protection of Competition. As a result, Turkcell was fined approximnately TL
7.0 trillion (equivalent 1o $5,270 at August 1, 2001 and $4,444 at June 30, 2002) and were enjoined to
cease these infringements. Turkcell belicvus that it has not infringed the law and plans to initiate an action
requesting the cancellation of the Competition Board's written decision before the Danistay once it receives
the Competition Board's decision enclosing the reasoning of the decision.



Dispute Regarding Interconnection Revenues

. In December 2000, Turkeell informed the Turkish Treasury that it would no longer include its
interconnection revenucs in the determination of ongoing license fees paid to the Turkish Treasury as 15%
of gross revenues. Effective from March 1, 2001, Turkcell’s ongoing license payments made to the Turkish
Treasury have been calculated by excluding its interconnection revenues from the gross revenues, Upon
request of the Turkish Ministry, the Damstay jssued a non-binding opinion concluding that the
interconnection revenues should be mncluded in the determination of ongoing license fees and that Turkcell
should pay the relevant unpaid ongoing license fees, including interest, for the petiod from March §, 2001
onwards.

Turkcell received letters from the Turkish Treasury on July 18, 2001, and September 6, 2001, in which the
Turkish Treasury notified Turkcell that it is required to include the interconnection revenue in the gross
revenue from which the ungoing license fees are ta be computed. Turkeell obtained an injunction from the
judicial court of first instance on November 2, 2001, allowing it to compute the gross revenue on which the
ongoing license fees are to be computed without including the mierconnection sevenues. The Turkish
Treasury, the Turkish Ministty and the Tclecommunications Authority contested the injunction but their
claim was rejected. Turkeell hus accrued for the unpaid amounts and included them in the determination of
net income. Since the partics failed 1o reach an agreement, on October 29, 2001, Turkeell initiated an
arbitration suit in the ICC against the Turkish Ministry, the Telecommunications Authority and the Turkish
Treasury. As of the datc of this repart, the arbitral tribunal has not begun proceedings because the final
arbitration has not been chosen.

Dispute on Collection of Frequency Usage Fees

On May 21, 1998, Turkcell entercd into a protocol with the Wireless Communications General Directorate
(the Directorate) regarding the application of the governing provisions of the Wireless Law No. 2813 to the
administration of its GSM mobile phone network. Under this protocol, Turkcell is to collect frequency
usage fees, which are caloulated by the Dircetorate, from the taxpayers using mobile phones on behalf of
the Directorate, and to pay the levied tax to the Direclorate. Tn 2001, the Directorate’s power, including all
of its rights and obligations, was transferred to the Telecommunications Authority, pursuant to the
amendments in the Telecommunications Law. On March 22, 2002, as a consequence of the impossibility
in fact and at law of collecting such tax from its prepaid subscribers, Turkcell applied to the Ankara 17th
Judieial Court and obtained 2n injunction in respect of the collection of the frequency usage fees.
Immediately after this decision, on March 27, 2002, Turkcell filed a lawsuit against the
Telecommunications Authority requesting cancellation of the protocols -obligating it to collect the
frequency usage fees from the subscribers und to pay it to the Telecommunications Autherity. On July 10,
2002, the court decided in favour of Turkcell, Telccommunications Authority has the right to appeal the
decision, Turkeell and its legal counsel believe that Turkeell will prevail in this matter. Accordmgly,
Turkeell has not made any provisions in its consolidated financial statements.

Dispute on the Determination of ftems of Gross Revenve

On June 6, 2002, Turkeell initiated an arbitral proceeding before the ICC against the Turkish Treasury and
the Telecommunications Authority to resolve the dispute in respect o the determination of the items to be
taken into account in the calculation of “aross revenue”, which is the base for the calculation of the
amounts to be paid to the Turkish Treasury in accordance with Article 8 of the License Agreement.
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OPERATING AND FINANCIAL REVIEW FOR THE SIX MONTH AND THREE MONTH
PERIODS ENDED JUNE 30, 2002
Overview

The financial information contained in the following discussion and analysis has been
prepared and is presented on a consolidated basis in accordance with US GAAP in US dollars, The
following discussion and analysis should be read in conjunction with the consolidated financial
statements and related notes as of December 31, 2000 and 2001 and for each of the years in the three
year period ended December 31, 2001 included in our annual report on Form 20-F for the year ended
December 31, 2001 (the “20-F") and the consolidated financial statements and related notes as of
December 31, 2001 and June 30, 2002, and for the three month and six month periods ended June 20,
2001 and 2002 included herein. The information as of June 30, 2002 and for the three month and six
month periods ended June 30, 2001 and 2002 is not audited,

This discussion of operating results is based upon our financia) statements ptepared under
US GAARP. Certain statements contained below, including information with respect to our plans and
strategy for our business, are forward-looking statements. The statements contained in this discussion
of operating resuits, which are not historical facts, are forward-looking statements with respect to our
plans, projections or future performance, the occurrence of which involves certain risks and
uncertainties.

We were formed in 1993 and we commenced operations in 1994 pursuant to a revenue sharing:
agreement with Turk Telckom. Since April 1998, we have operated under a 25-year GSM license,
which was gratted upon payment of an upfront license fee of $500 million. At this time we also
catered into an interconnection agreement with Turk Telekom for the interconnection of our network
with Turk Telekom's fixed-line network.

Under the license, we pay the Turkish Treasury a monthly license fee equal to 15% of our
gross revenue, which includes subscription fees, fixed-monthly fees and commumication fees including
taxes, charges and duties to the Turkish Treasury. Under our intercommection agreement with Turk
Telekom, we pay Turk Telekom an interconnection fee per call based on the type and length of call for
calls originating vn our network and terminating on Turk Telekom’s fixed-line network, as well as
fees for other services. We also collect an interconnection fee from Turk Telekom for calls originating
on the fixed-line network and terminating on our network. In addition, we have entered into
interconnection agreements with Telsim, Aycell and IsTim pursuant to which we have agreed, among
other things to pay interconnection fees to the other parties for calls originating on our network and
terminating on theirs and they have agreed to pay interconnection fees for calls originating on their
networks and terminating on ours.

Prior to the award of the license, we operated under a revenue sharing agrecment with Turk
Telekom. Under the revenue sharing agreement, Turk Telekom contracted with customers, set tariffs,
performed customer billing and collection, assumed collection risks and permitted us access to Turk
Telekom's communications network. We received 100% of the fees generated by SIM card sales,
32.9% of fees billed for connection, monthly fees and outgoing calls and 10% of fees billed for
incoming calls, an arrangement which resulted in payment to us of approximately 25% to 30% of the
net gystem revenues generated by customers of our GSM network.

Since the award of the license, we bear the full risks and rewards of all aspects of our
business. As a result, our results of operations for periods prior to the grant of the license are not
directly comparable to our results of opetations for periods after the award of the license. The financial
statement effects of the acquisition of the license are difficult to quantify because we have experienced
growth in revenue from both the acquisition of the license and the expansion of our customer base. A
description of the impact of the award of the license on our revenues and costs is provided below
under “—Revenues”™ and “—Operating Costs”.




We commenced construction of our GSM network in 1993. As of June 30, 2002, we have
made capital expenditures amounting to approximately $3.7 billion including the cost of our license.
As of June 30, 2002, our network coverage area included approximately 100% of the population living
in cities of 10,000 or more people, including the 81 largest cities, and a majority of the country’s
tourist areas and principal intercity highways.

The build-out of our network and the development of our business to date have required
substantial operating and marketing expenditures, which resulted in pet losses in 1994, 1995 and 1996.
We achieved our first full year of positive nct results in 1997. We generated net income under
US GAAP of $212.0 million in 1998, $369.1 million in 1999, $227.9 million in 2000, a net loss of
$186.8 million in 2001 and net income of $6.2 million for the six month period ended June 30, 2002.
The net income realized in the first six months of 2002 is mainly due to the 14% increase in revenues
in the second quarter of 2002 curnpured with the first quarter of 2002, Our ability to continue to grow
and to generate operating cash flows and increase operating profits in the future will depend upon a-
number of factors, tnctuding: the level of competition in the Turkish market and its effect on pricing;
the stability of the Turldsh economy; our rate of churn; our ability to atiract new customers to our
network or retain existing custorners in our network; customer usage; the level of tariff; incoming call
revenue; and our ability to control costs relating to expanding and enhancing the network and
developing and servicing our customer base.

Our customer base has expanded from 63,500 at year-end 1994 to approximately 2.3 million
at year-end 1998, 5.5 million at year-end 1999, 10.1 million at year-end 2000, 12.2 million at year-end
2001 and 13.8 million as of June 30, 2002. The growths in 2001 and in the first six months of 2002
were slower than previous years, mainly due to the increase in penetration levels and effects of the
economic turmoil in 2001. '

During the first quarter of 1999, we introduced a prepaid mobile service in order to increase
penetration and limit credit risk. This service permits access to our GSM services to customers who
might not meet our credit standards for postpaid service or who otherwise prefer to avoid monthly
billing. With prepaid service, we extended the reach of our services by providing an altemative to
lower income and younger segments of the market. By June 30, 2002, 9.2 million customers had
commenced usage of the prepaid service. Prepaid customers do not pay monthly fees, and this service
currently includes data, call waiting, call barring, roaming and information line services, In addition,
while additional prepaid customers to the network increase total revenues and total minutes of use,
average minutes of use per prepaid customer and average revenue per prepaid customer tend to be
lower than for postpaid customers.

Our average monthly minutes of use per customer has decreased from 132.9 minutes in 1999
to 103.4 minutes in 2000, 63.9 minutes in 2001 and to 55.1 minutes for the first six months of 2002.
Our average monthly revenue per customer decreased 13% to $11.9 for the six month period ended
June 30, 2002 from $13.6 for the same period in 2001, Average revenue per customer has been
negatively impacted by the implementation of a 25% special communications tax on December 1,
1999 in response to the earthquakes that hit Turkey in 1999. The special conmmunications tax was
scheduled to terminate at the end of 2000 but has been extended for two more years. In addition, the
significant economic and political difficulties also contributed to the decrease in average revenue per
customer for the six month period ended June 30, 2002. Average revenue per customer has also been
negatively impacted as a result of the increased portion of prepaid customers in our subscriber base.
Prepaid customers represented 56% and 67% of total subscribers by the end of the first six months of
2001 and 2002, respectively. Total revenues for the six month period ended June 30, 2002 compared
to the same period in 2001 increased as our customer base grows. We expect that the proportion of
prepaid subscribers in our subscriber base will continue to increase.

Chum is calculated as the total number of customer disconnections during a petiod as the
percentage of the average number of customers for the period. Churn refers to disconnected
subscribers, both voluntary and involuntary.



We adopted a shorter disconnection process on Septeraber 14, 2000 for nonpaying
subscribers. Under the new disconnection process, subscribers who do not pay their bills will be
disconnected from our network, and included in churn, upon the commencement of the legal process
to disconnect them, which occurs approximately 180 days from the due date of the unpaid bill.
Pending disconnection, non-paying subscribers are suspended from service (but are still considered
subscribers) and receive a suspension waring, which in some cases results in payment and
reinstatement of service. As a result, for the year ended December 31, 2001, we disconnected
approximately 786,000 subscribers for nonpayment of bills and our annual churn rate was 13.1%. For
the six month period ended June 30, 2002, we disconnected approximately 131,000 additional
subscribers for nonpayment of bills. Our ¢hurn rate was 6.2% for the six month period ended June 30,
2002. We have a bad debt provision in our financial statements for such non-payments and
discotmections amounting to $111.,0 million and $113.6 million as of December 31, 2001 and June 30,
2002, respectively, which provisions we believe are adequate. In previous periods, the materiat portion
of disconnections was due to non-payment of bills. In the first six months of 2002, however,
subscriber disconnections were not mainly due to non-payment of bills primarily as a result of the
increase m our prepaid subscribers, which have lower usage patterns than postpaid customers, in our
subscriber base.

International Operations

In order to facilitate the diversification of our telecommumications business and the
development of additional telecommunications services using advanced technologies, such as digital
television and Internet services, we and several of our founding shareholders formed a new holding
company in 2000 to hold many of our non-GSM and international investments. The holding company,
Fintur Holdings B.V. (Fintur), is currently owned jointly with sorne of our principal shareholders. At
June 30, 2002, we own 25% of Fintur and the remaining equity of Fintur is owned by Sonera Holding
B.V,, Cukurova Holding A.S., Cukurova Investments N.V., Yapj ve Kredi Bankasi A.S. and Yapi
Kredi Holding B.V.

Fintur currently holds our entire interest in all of our international GSM investments other
than our Northern Cyprus operations. The GSM operations of Fintur consist of the following directly
or indirectly owned assets: a 51.3% interest in Azercell Telecom B.M. of Azerbaijan; an 83.2%
interest in Geocell LLC of Georgia; a 51% interest in GSM Kazakhstan LLP of Kazakhstan; and a
77% interest in Moldcell S.A. of Moldova. Jointly these operators had approximately 1.4 million
customers at the end of June 30, 2002. The total population of these countries is approximately 31
million, and currently the companies' networks cover a total population of approximately 22 million.
The companies in Azerbaijan and Kazakhstan are market leaders in their respective markets, and
Geocell of Georgia and Moldcell of Moldova are the second largest operators in their respective
markets.

Fintur also currently holds interests in businesses ¢ontributed by the other Fintur shareholders
and may, in the future, hold other businesses in which we decide to invest with the other Fintur
shareholders. Some of the investments that we contributed to Fintur were consolidated subsidiaries for
purposes of our financial statements prior to the formation of Fintur. As of Jime 30, 2002, we
accounted for the investment in Fintur using the equity method.

On February 28, 2002, the shareholders of Fintur signed a letter of intent for the restructuring
of Fintur's two business divisious, the international GSM businesses and the technology businesses, As
per the subject transaction, we intend to buy 16.45% of Fintur's international GSM business from the
Cukurova Group, increasing our stake in the business to 41.45%. As part of the subject transaction, we
intend to sell our entire interest in Fintur's technology businesses to the Cukurova Group. On May 10,
2002, we and the other shareholders of Fintur signed a Share Purchase Agreement in connection with
the restructuring of Fintur's two business divisions, which includes the basic principles agreed in the
letter of intent. On August 21, 2002, the transaction has been completed. The consideration paid by us
to the Cukurova Group resulting from this transaction amounted to $70.7 miilion. On March 7 and



May 29, 2002, we paid $35.4 muillion and $3.8 million to the Cukurova Group, respectively, and on
August 21, 2002 we paid the remaining $31.6 million to the Cukurova Group. We had receivables
from Fintur of $67.3 million as of August 21, 2002 (December 31, 2001: $63.2 million; June 30, 2002:
$68.4 million) and on August 22, 2002 we collected such receivables upon the completion of the
transaction. The receipt of these receivables offset a major portion of the consideration paid by us to
the Cukurova Group. Therefore, our net cash outflows in connection with the restructuring amounted -
to approximately $3.5 million. Upon the signing of the letter of intent, Fintur classified the subsidiaries
in the technology businesses as held for sale and measured them at the lower of their carrying amount
or fair value less cost to sell, and accordingly an impairment charge of approximately $27 million
based on its unaudited consolidated financial statements for the three month period ended March 31,
2002, The $27 million impairment charge has been recognized in Fintur's unaudited consolidated
financial statements for the three month period ended March 31, 2002, which has an effect amounting
to approximately $6.7 million in our consolidated results of operations for the three rnonth ended
March 31, 2002. Based on its unaudited consolidated financial statements for the six month period .
ended June 30, 2002, Fimtur recalcutated the impairment charge as $11.6 million, which has been
recognized in its unaudited consolidated financial statements for the six month period ended Jure 30, -
2002. The finalization of the deal would enable us to focus on our core mobile business since these
GSM operations are Jocated in countries with low mobile penetration rates, which our management
believes will provide opportunities for future growth.

In addition to our interest in Fintur, we also have interests in other Turkish ventures, On
June 13, 2000, Turktell Bilisim Servislen A.S. (Turkiell) was established 10 provide and manage
marketing activities for the scrvices developed by us or our group companies and to act as a venture.
capital company for new projects for our group companies. We have also established Global Bilgi
Pazarlama Danisma ve Cagn Servisi Hizmetleri A.S. (Global) as a subsidiary to provide us with
telemarketing, telesales, directory assistance and call center services. In addition, we established
Corbuss Kurumsal Telekom Servis Hizmetleri A.S. (Corbuss) to provide data services for corporate
customers using GSM, satellite, Internet and digital platform technologies. Starting from January 1,
2002, the services of Corbuss are being provided within our organization. We have also established
Mapco Internet ve Iletisim Altyapilari A.S. (Mapco) for our content aggregation and content
management, Additionally, we established Hayat Boyu Egitim A.S. (Hayat) on June 7, 2000 to
provide educational digital broadcasting services for children. On July 14, 2000, Digikids Interaktif
Cocuk Programlari Yapimciligi ve Yayinciligi A.S. (Digikids) was established to provide
entertainment services for children via Internet and television. Bilisim ve Egitim Teknolojileri AS.
(Bilisim), ¢stablished on July 24, 2000 and Inteltek Internet Teknoloji Yatirim ve Danismanlik Ticaret
A S. (Inteltek), established on Aptil 6, 2001 were incorporated for search for business opportunities on
muitimedia platforms,

Additionally, Kibris Mobile Telekominikasyon Limited Sirketi (Kibris Telekom) was
incorporated on March 25, 1999 for the purpose of constructing and operating a GSM netwotk in
Northern Cyprus. Kibrisonline Limited Sirketi (Kibrisonline) was incorporated on July 10, 2000 to .
provide Intemnet services.

On April 25, 2002, Turktell transferred its shares in Siber Egitim ve Hetisim Teknolojileri A.S.
(Siber Egitim) to other shareholders of Siber Egitim without any consideration, which resulted in a
loss of $0.05 miltion.



Critical Accounting Policies

For a discussion of our critical accounting policies, please see “Item 5. Operating and
Financial Review and Prospects-Critical Accounting Policies” in our 20-F.

Revenues

Our revenues are mainly derived from ¢ommunication fees, monthly fixed fees, call center
revenues and sales of SIM cards. Communication fees consist of charges for calls that originate or
terminate in our GSM network, includmg international roaming, and are based on minutes of actual
usage of service. Per-minute communication fees vary according to the customer's service package.
Monthly fixed fees are charged to each postpaid customer cach month in a specified amount that
varies according to the customer's service package, without regard to actual use of our GSM network
gervices. Prior to March 1, 2000, we oharged o one-tirne nonrefundable subscription fcc when a new
customer initially contracted with us for the provision of GSM network services. The subscription fee
wag waived In many cases after the award of the license and was finally terminated on March 1, 2000,
as part of our promotions to increase our customer base. SIM card revenues are receipts from the sale
of SIM cards, which we sell 1o handset importers and which are needed to operate a handset used by a
customer. Call center revenues consist of revenues for call center services provided by our call center
subsidiary to affiliated non-consolidated companies. In March 2001, we Jaunched General Packet
Radio Services (GPRS) in Turkey, which allows users to remain connected to the network at all times
for the receipt of data transmissions, enabling bearer capability for WAP and SMS and Internet
applications. GPRS charges to subscribers are based on the amount of data downloaded.

Since the acquisition of our license, we have recognized subscription fees (until their
discontinuation on March 1, 2000) and SIM card sales as revenue upon initial entry of 2 new customer
into the GSM netwark, only to the extent of the dircet costs associated with providing these services.
In order to promote growth in the number of our customers, we terminated subscription fees on
March 1, 2000. Excess subscription fees, if any, were, and SIM card sales continue to be, deferred and
recognized over the estimated effective customer life. In connection with postpaid and prepaid
customers, we currently incur costs for activation fees to dealers and other promotional expenses,
which historically offset all or substantially all of the subscription fees. We charge a usage fee for
certain services we offer, such as SMS, voicemail and data and facsirmile transmission. Our revenues
depend on the number of customers, call volume and tariff pricing.

As is the case throughout Europe, airtime charges generally are paid only by the initiator of a
call, except when a customer travels outside Turkey, in which case we charge the customer for a
portion of the incoming call.

Under the Telecommunications Law we set our tariffs, subject to the maximum tariffs set by
the Telecommunications Authority, which are based on among other things, prices abroad for
comparable GSM services, the Turkish consumer price index and the US consumer price index. Prior
to the award of our license in April 1998, the rates charged to customers for communication, monthly
access and subscription fees were set by Turk Telekom. We periodically raise tariffs to offset Turkish
inflation and devaluation of the Turkish Lira. As a result of the recent economic crisis, we have taken
actions to increase revenues. We raised tariffs in January, March, June, August and November of 2001
and in February, April and June 2002. We also launched a variety of new tariff packages to attract new
customers. However, increased competition in the market may require us to reduce tariffs in the future
and launch a variety of new tariff packages. Although the Amending Law has no specific regulations
in case of tariff policy, it authorizes the Telecommunications Authority to scrutinize activities in
contradiction to fair competition.

Revenue increased by 5% for the six month period ended June 30, 2002 compared to the same
period in 2001 and increased by 25% in the second quarter of 2002 compared to the same period in
2001. The increase in revenues is mainly due to impact of tariff increases and the growth of our
subscriber base.



We charge Turk Telekom a net amount of $0.06 per minute after deducting VAT,
communications tax and other taxes from the basic one-minute charge for local, metropolitan and
long-distance traffic switched from Turk Telekom to our network. Prior to the award of the license, we
did not receive payments from Turk Telekom for interconnection. Starting from March 1, 2001, we
charge Telsim a net amount of $0.20 per minute for traffic switched from Telsim to us. Prior to
QOctober 1999, we did not have an interconnection agreement with Telsim. We entered into an
interconnection agreement with IsTim Telekomunikasyon Hizmetleri A.S. (IsTim) on February 13,
2001, that became effective on March 9, 2001, after the Ministry of Transportation's approval.
Effective March 9, 2001, we charge IsTim a net amount of $0.20 per minute for traffic switched from
IsTim to us. We also entered into an interconnection agreement with Aycell Haberlesme ve Pazarlama
Hizmetleri A.S. (Aycell) on July 19, 2001. We charge Aycell a net amount of $0.20 per minute for
traffic switched from Aycell to us.

Under our license, we estimate that the amount after deducting treasury share, international
roaming and interconmect expenses from revenues represent 72% of our revenues for the six month
period ended June 30, 2002. Prior to the award of our license, we received approximately 25% to 30%
of net GSM network revenues under our revenue sharing agreement with Turk Telekom.

During the third quarter of 2001, we were approached by IsTim, a new competitor that began
its operations in March 2001 under the brand name of Aria, to negotiate 4 national roaming agreement.
These negotiations did not result in a mutual agreement. Therefore, the discussions continued under
the supervision of the Telecommunications Authority. The Telecommunications Authority proposed a
solution on October 18, 2001, and asked the parties to reach a decision by November 15, 2001. The
proposal included an upfront fee amounting to $60 million as well as a per minute fee of $0.12 for
voice and $0.037 for each SMS messaging with a guaranteed volume of airtime usage of 600 million
minutes until the end of December 31, 2003. As we believe that the Telecommunications Authority is
not authorized to intervene in this issue and its proposal is technically impossible to apply and
commercially unacceptable, we obtained an injunction on November 12, 2001 from the Ankara Fourth
Court of First Instance regarding the conflict, preventing the implementation of a national roaming
agreement between IsTim and us. The Telecommunications Authority and IsTim have appealed the
granting of the injunction. In addition, on Noveraber 27, 2001, we initiated an arbitration suit in the
International Arbitral Tribunal of the International Chamber of Commerce (ICC) against the Ministry
and the Telecommumications Authority. Furthermore, we have initiated an action before the Ankara
Ninth Administrative Court on November 13, 2001, to annul the above-mentioned proposed solution
of the Telecommunications Authority. On December 6, 2001, the Ankara Fourth Court of First
Instance upheld our injunction that it rendered in our favor on November 12, 2001. We have
commenced an arbitral proceeding against the Ministry and the Telecommunications Authority in
accordance with the supplemental agreement relating to resolution of the disputes arising in
connection with the License Agreement signed and entered into by and between us and the Ministry
on May 15, 2001. The case is currently pending and the parties are filing their petition and responses.

On March 8, 2002, the Telecommunications Authority published a new regulation regarding
procedures and policies related to a national roaming agreement. The Telecommunications Authority
has invited all partics affected by the new regulation, including us, to discuss the new regulations with
the Telecommunications Authority. Two of the most important provisions of the new regulation are
Provisional Article 1 and Article 17. Provisional Article 1, which deals with negotiations, agreements
and documents relating to the issuance of this regulation, states that all ongoing negotiations shall
continue in compliance with the new regulation and that all agreements and documents completed
before issuance of the new regulation shall remain valid and binding. Article 17, which sets out
penalties to be imposed on any party violating the provisions of the new regulation, imposes the
following penalties and sanctions:

- a penalty of 0.01% of an operator’s turnover in the previous year for failure to provide
the documents or information requested by the Telecommunications Authority, or the
provision of defective or misleading information;



. a penalty of no less than 1% and no more than 3% of an operatot’s turnover in the
previous year for failure to implement the national roaming requirements set by the
Telecommunications Authority within the required time period; and

. a penalty of no less than 1% and no more than 3% of an operator's turnover in the
previous year for the interruption of service without a valid reason following
commencement of national roaming service.

If we are forced to enter a national roaming agreement with IsTim on terms and conditions
that do not provide an adequate return on our investment in our GSM network, our financial position,
results of operations and cash flows could be materially adversely affected.

In a letter dated March 14, 2002, the Telecommunications Authority subjected IsTim's request
for national roaming to the condition that it be reasonable, economically viable, and technically
possible, Nevertheless, the Telecommunications Authority declared that we are under an obligation to
enter 2 national roaming agreement with kTim within a 30 day period. However, we still benefit from
the injunctive relief obtained on November 12, 2001,

On April 8, 2002, we obtained a cautionary injunction from the Court against the application
of the new regulation published by the Telecommunications Authority requiring us to agree on
national roaming within 30 days and providing for penalties in case we did not agree. We initiated
proceedings against application of the new regulation before the ICC on April 11, 2002, requesting
certification of the fact that we are not required to enter into an agreement within 30 days and that we
are under no obligation to pay any penaltics whatsoever if we do not agree within 30 days. We believe
that Telsim has obtained a similar injunction but has not yet enforced it. The parties to the ICC
proceedings dated April 11, 2002, have not yet appointed their arbitrators,

We have not been approuched by Aycell regarding entering into a national roaming
agreement.

Operating Costs
Direct Cost of Revenues

Direct cost of revenues include mainly license fee payments, transmission fees, base station
rents, billing costs, depreciation and amortization charges, technical, repair and maintenance expenses
direotly related to services rendered, roaming charges paid to foreign GSM network operators for calls
made by our customers while outside Turkey, interconnection fees paid to Telsim, IsTim, Aycell and
Turk Telekom and wages, salaries and personnel expenses for technical personnel. Direct costs of
revenues 2also include costs arising from legal disputes, which relates items included in direct cost of
revenues.

Under the Turk Telekom interconnection agreement, we pay Turk Telekom interconnection
fees of $0.06 per minute for calls to our GSM network, $0.014 per minute for local calls from our
network to the Turk Telekom fixed-line network and $0.025 per minute for non-local calls from our
network to the Turk Telekom fixed-line network. Prior to the award of the license, we did not pay
license fees. In addition, we did not pay Turk Telekom separately for intergonnection. Interconnection
costs were covered in the revenues that Turk Telekom retained under the Revenue Sharing Agreement.

Effective March 1, 2001, we pay Telsim a net amount of $0.20 per minute for traffic switched
from us to Telsim. Prior to October 1999, we did not have an interconnection agreement with Telsim.
Calls originating on our network and terminating on the Telsim network were routed through the Turk
Telekom network and we paid Turk Telekom for the interconnection. We entered into an
interconnection agreement with IsTim that became effective on March 9, 2001, after the Ministry of
Transportation's approval. Under the IsTim interconnection agreement, each party agreed, among
other things, to permit the intercormection of its network after the other’s network to enable calls to be



transmitted to, and received from, the GSM system operated by each party in accordance with
technical specifications set out in the interconmection agreement. Starting from March 9, 2001, we pay
IsTim a net amount of $0.20 per minute for traffic switched from us to IsTim. We also entered into an
interconnection agreement with Aycell on July 19, 2001. We pay Aycell a net amount of $0.20 per
minute for traffic switched from us to Aycell. These charges are included in direct cost of revenues.

General and Administrative

General and administrative expenses consist of fixed costs, including services provided from
outside sources, company cars, office rent, office maintenance, insurance, consuiting, payroll and
other overhead charges. In addition, while these expenses are generally related to the size of our
employee base, the general and administrative expense per employee has deorcascd over the past four
years due to economies of scale. Since the award of the license in April 1998, our general and

- administrative expenses also include bad debt expenses of our postpaid customers.

Selling and Marketing

Selling and marketing expenses consist of public relations, sales promotions, dealer activation
fees, advertising, wages and salaries and personnel expenses of sales and marketing related employees
and other expenses, including travel expenses, office expenses, insurance, company car expenses,
training expenses and telephone cost services.

The average acquisition cost was approximately $46 and $29 per new custoruer for the six
month periods ended June 30, 2001 and 2002, respectively. We cotnpute average acquisition ¢ost per
new customer by adding sales promotion expenses, simcard subsidies, activation fees and special
transaction tax and dividing the sum by the gross number of new customers for the related period.
These costs are recorded as either selling and marketing expense or reduction of revenue in our
statements of operations.

The following table shows certain items in our statement of operations as a percentage of
revenues.

Year ended Six Months eoded Three Months ended
December 31, June 30, Juge 30,
2000 2001 2001 2002 2001 2002
Statement of Operations (% of revenue)
Revenues
Commumication fecs 88.2% 93.9% 92.5%  96.3% 93.9% 97.1%
Monthly fixed fees 10.4 49 6.7 24 53 2.2
Subscription fee ) 0.0 0.0 0.0 0.0 0.0 ) 00
SIM card sales 1.0 0.7 0.4 0.8 0.4 0.3
Call center revenues 0.3 0.5 0.4 0.5 04 04
Other 0.1 0.0 0.0 0.0 0.0 0.0
Total revenucs 160.0 100.0 100.0 100.0 100.0 100.0
Direct cost of revenues (58.0) (69.0) (66.7) (70.2) (68.4) (69.0)
Gross margin 420 310 333 29.8 L6 310
Genceral and administrative expenses .1 (7.6) (8.9 (5.6) (8.3) (54)
Selling and marketing expenses (12.3) (10.6) (1.1 (10.5) (7.2) (10.7

Qperating incorme 20.6 12.8 13.3 13.7 16.1 149




Six month period ended June 30, 2002 compared to six month period ended June 30, 2001 and
three moanth period ended June 30, 2002 compared to the three month period ended June 30,
2001

We had 13.8 million custormers, including 9.2 million prepaid custorners, as of June 30, 2002,
compared to 11.3 million customers, including 6.3 million prepaid customers, as of June 30, 2001.
During the first six months of 2002, we added approximately 1.6 million net new customers. We
added 1.1 million net new subscribers to our network in the second quarter of 2002 compared to 0.4
million net new subscribers for the corresponding period in 2001.

Revenues

Total revenucs for the six month period ended June 30, 2002 increased 5% to $934.7 million
from $891.1 million for the same period in 2001. The incease in revenues is mainly due to impact of
rariff increases end the growth of the subscriber base. For the same reasons, revenue increased 25% to
$497.5 million in the second quarter of 2002 from $396.8 million in the corresponding period in 2001,

Revenues from communication fees for the six month period ended June 30, 2002 increased
9% to $900.3 million from $823.9 million for the same period in 2001 mainly due to the increase in
tariffs and the growth of our subscriber base. Revenues from communication fees increased 30% to
$483.0 million in the second quarter of 2002 from $372.4 million in the corresponding period of 2001
for the same reasons. Communication fees include SMS revenue, which amounted to $89.4 million for
the six month petiod ended June 30, 2002, $87.6 million for the same period in 2001, $45.5 million for
the three month period ended June 30, 2002 and $36.2 million for the three month period ended June
30, 2001. As the monthly fixed fec in Turkish Lira remained the same for the period between May 15,
2001 and June 30, 2002, devaluation effects caused monthly fixed fees to decline as a percentage of
revenues. Accordingly revenues from monthly fixed fees for the six month period ended June 30, 2002
decreased 63% to $22.3 million from $59.9 million for the same period in 2001, In addition, monthly
fixed fees decreased 48% to $10.9 million in the second quarter of 2002 from $21.0 million in the
second quatter of 2001, SIM card revenues for the six month period ended June 30, 2002 increased
135% to $7.3 million from $3.1 million for the same period in 2001, SIM card revenues decreased
12% to $1.5 million m the second quarter of 2002 from $1.7 million in the second quarter of 2001.

In 2001, the Emerging Issues Task Force (EITF) within the Financial Accounting Standards
Board (the FASB) discussed EITF 00-14 “Accounting for Certain Sales Incentives”, EITF 00-22
“Accounting for Points and Certain Other Time-Based or Volume-Based Sales Incentive Offers, and
Offers for Free Products or Setvices to Be Delivered in the Future” and EITF 00-25 “Vendor Income
Statement Characterization of Consideration Paid to a Reseller of the Vendor's Products”, which in
November 2001 led to the issuance of EITF 01-09 “Accounting for Consideration Given by a Vendor to
a Customer or a Reseller of the Vendor's Products™. EITF 00-14, 00-22 and 00-25 address the extent to
which different types of payments or benefits to retailers or customers shall be reported as reductions in
revenue or expenses. EITF 01-09 codifies and reconciles standards in the area. The regulations are
effective for annual or interim periods beginning afier December 15, 2001. We have adopted EITF 01-
09 on January 1, 2002. As a result of applying the provisions of EITF 01-09, our revenues, gross profit,
and selling and marketing expenses each were reduced by an equal amount of $54.8 million and $18.9
million in the first six months of 2001 and second quarter of 2001, respectively. As a result of applying
the provisions of EITF 01-09, we have reduced our revenues, gross profit and selling and marketing
expenses by an equal amount of $43.3 million and $26.5 million in the first six months of 2002 and
second quarter of 2002, respectively. The adoption of EITF 01-09 had no impact on operating income,
net income (loss) er earmings (loss) per share. As a result of the application of EITF 01-09 to prior
periods, certain figures provided in this review will differ from figures provided previously.




Direct cost of revenues

Direct cost of revenues increased 10% to $656.0 million for the six month period ended June
30, 2002 from $594.5 million for the same period in 2001 mainly due to the increase in revenue-based
costs such as the ongoing license fees paid to the Turkish Treasury, which increased 8% to $159.7
million for the first six month period ended June 30, 2002 from $147.6 million for the same period in
2001. For the same reason, direct cost of revenues increased 27% to $343.4 million in the second
quarter of 2002 from $271.3 million in the second quarter of 2001. Ongoing license fees increased
32% to $86.8 million in the second quarter of 2002 compared to $65.6 million in the second quarter of
2001. Ongoing license fees increased due to the increase in revenue. The increase in ongoing license
fees were accompanied by the increase in interconnection fees mainly due to renegotiation of
intercomnection terms with Telsim in line with the agreements signed with IsTim and Aycell and the -
increase in fransmission costs.

‘Transmission costs, site costs, information technology and network maintenance expenses
increased 40% to $94.0 million for the first six month ended June 30, 2002 from $67.0 million in
2001, primarily as a result of the 100% increase in fees Turk Telekom charged us for access to its
transmission lines for the first six months of 2002 and increased charges related to network
maintenance expenses. For the same reasons, those expenses increased 38% to $50.1 million in the
second quarter of 2002 from $36.4 million in the same period of 2001. In addition, uncapitalizable
antenna site costs and expenses increased 17% to $33.3 million for the six month period ended June
30, 2002 from $28.5 million for the same period in 2001. Uncapitalizable antenna site costs and
expenses increased 53% to $17.7 million for the second quarter of 2002 from $11.6 million for the
second quarter of 2001.

Roaming expenses decreased 12% to $14.0 miilion for the six month period ended June 30,
2002 from $15.9 million for the same period in 2001. Roaming expenses increased 6% to $7.5 million
in the second quarter of 2002 from $7.1 million in the second quarter 2001, mainly due to the increase
in roaming tevenue generated from the calls made by our customers while outside Turkey, especially
as a result of the FIFA World Cup.

Billing costs increased 3% to $10.4 million for the six month period ended June 30, 2002 from
$10.1 million for the same period in 2001, principally due to the increase in postage fees in the first
half of 2002. Due to the same reason, billing costs increased 13% to $5.2 million in the second quarter
of 2002 from $4.6 million in the second quarter of 2001.

Depreciation and amortization expenses increased 6% to $205.3 million for the six month
period ended June 30, 2002 from $192.9 million for the same period in 2001 as a result of an increase
in fixed assets and intangibles due to additional capitalization of network investments in the second
half of 2001 and in the first half of 2002, Due to the same reasons, depreciation and amortization
expenses mcreased 5% to $102.7 million for the second quarter in 2002 from $98.2 million for the
second quarter in 2001. The amortization expense for our GSM license was $10.0 million both for the
first six months of 2002 and 2001.

The cost of SIM cards sold increased 20% to $16.2 million for the six month period ended
June 30, 2002 from $13.5 million for the same period in 2001. The cost of SIM cards sold increased
44% to $7.5 million for the second quarter of 2002 from $5.2 million for the second quarter of 2001,

Wages and salaries and personnel expenses for technical personnel decreased 18% to $23.6
nllion for the six month period ended June 30, 2002 from $28.7 million for the same period in 2001.
The decrease was primarily due to reduction in the headcount between June 30, 2001 and June 30,
2002. Wages and salaries and personnel expenses for teckmical personnel increased 10% to $10.7
million for the second quarter of 2002 from $9.7 million for the second quarter of 2001. The increase
in wages and salaries and personnel expenses experienced in the second quarter of 2002 stemmed
mainly from the temporary unpaid leaves as a result of severe cost cutting effarts undertaken in the
second quarter of 2001.




As a percentage of revenue, direct cost of revenues increased to 70% for the six month period
ended June 30, 2002 from 67% for the same period in 2001. In addition, as a percentage of revenue,
direct cost of revenues increased to 69% for the second quarter of 2002 from 68% for the second
quarter of 2001.

General and administrative expenses

General and administrative expenses decreased 34% to $52.2 million for the six month period
ended June 30, 2002 from $79.5 mullion for the same period in 2001, mainly due to positive effects of
cost saving efforts undertaken by us after the first quarter of 2001, decreased bad debt expenses and a
decrease in wages and salaries. For the same reasons, general and administrative expenses decreased
18% to £27.1 million in the second quarter of 2002 from $33.1 million in the second quarter of 2001,
As a percentage of revenues, general and administrative expenses were 6% for the six month period
ended June 30, 2002 compared to 9% for the same period m 2001. In addition, as a percentage of -
revenues, general and administrative expenses were 5% for the three month period ended June 30,
2002 compared to 8% for the corresponding period in 2001.

Bad debt expenses decreased 54% to $18.6 million for the six month period ended June 30,
2002 from $40.7 million for the same period in 2001 mainly due to the increased proportion of prepaid
subscribers in our customer base, improved collection activities such as credit scoring, and new
collection channels and improvement in the legal follow-up system to decrease fraud. For the same
reasons, bad debt expenses decreased 47% to $8.1 million in the second quarter of 2002 from $15.2
million in the second quarter of 2001. We provided an allowance for doubtful receivables identified
based upon past experience in our consolidated financial statements.

Rent expense was $2.2 million both for the six month period ended June 30, 2002 and 2001.
Rent expense increased 38% to $1.1 million for the second quarter of 2002 from $0.8 million for the
second quarter of 2001.

Consulting expenses increased 90% to $5.5 million for the six month period ended June 30,
2002 from $2.9 million for the same period in 2001, mainly due to consulting expenses related with
due diligence and relevant fair-value assessments in connection with the restructuring of Fintur. For
the same reason, consulting expenses increased 159% to $4.4 million for the second quarter of 2002
from $1.7 million for the second quarter of 2001.

Wages, salaries and personnel expenses for non-technical and non-marketing employees
decreased 22% to $8.7 million for the six month period ended June 30, 2002 from $11.1 million for
the same period in 2001. The decrease was mainly due to the decrease in devaluation of the Turkish
Lira against the US Dollar to 8% in the six month period ended June 30, 2002 from 46% in the six
month period ended June 30, 2001, These expenses decreased 5% to $4.0 million for the second
quarter of 2002 from $4.2 million for the second quarter of 2001.

Selling and marketing expenses

Selling and marketing expenses decreased 1% to $98.0 million for the six month period ended
June 30, 2002 from $99.2 million for the same period in 2001, The decrease resulted mainly from the
positive effects of cost saving efforts undertaken by us after the first quarter of 2001 in departmental
expenses. Selling and marketing expenses increased 85% to $53.1 million in the second quarter of
2002 from $28.7 million in the second guarter of 2001 mainly due to the acquisition of more
customers and additional marketing campaigns related with the FIFA World Cup. As a percentage of
revenues, selling and marketing expenses were 11% for both of the six month periods ended June 30,
2002 and 2001. In addition, as a percentage of revenues, selling and marketing expenses increased to
11% for the second quarter of 2002 from 7% for the same period in 2001. S¢lling and marketing
expenses for the six month period ended June 30, 2001 and for the three month peried ended June 30,



2001 were reduced by $54.8 million and $18.9 million, respectively, due to the adoption of EITF 01-
09 as discussed above.

Total postpaid advertising, market research, product management, public relation and call
center expenses increased 54% to $39.5 million for the six month period ended June 30, 2002 from
$25.7 million for the same period in 2001 mainly due to increased retention and activation activities.
For the same reasons, total postpaid advertising, market research, product management, public relation
and call center expenses increased 64% to $23.0 million in the second quarter of 2002 from $14.0
million in the second quarter of 2001.

Total prepaid advertising, market research, product management, public relations expenses
and prepaid subscribers' frequency usage fee expenses decreased 6% to $18.8 million for the six
month petiod ended June 30, 2002 from $20.0 million for the same perind in 2001 The decrease in the
first six months of 2002 primarily reflected the decrease in prepaid subscribers' frequency usage fees,
which were not expensed for the six month period ended June 30, 2002 as 2 result of the court decree
described below. Total prepaid advertising, market research, product management and public relation
expenses increased 26% to $10.6 million in the second quarter of 2002 from $8.4 million in the second
quarter of 2001. Until the end of 2001, we were to collect frequency usage fees from the taxpayers
using mobile phones on behalf of the Telecommumications Authority and pay the levied tax to the
Telecomnmumications Authority. On March 22, 2002, as a consequence of the impossibility in fact and
at law of collecting such tax from our prepaid subscribers, we applied to the court and obtained an
injunction in respect of the collection of the frequency usage fees. Immediately after this decision, on
March 27, 2002, we filed a lawsuit against the Telecommunications Authority requesting cancellation
of the protocols obligating us to collect the frequency usage fees from the subscribers and to pay it to
the Telecommunications Authority, On July 10, 2002 the court decided in our favour. Therefore, we
did not pay and provide an accrual for the fiequency usage fees in our consolidated finuncial
statements as of and for the six month period ended June 30, 2002. We and our legal counsel believe
that we will prevail i this matter. However, the Telecommunications Authority still has the right to
appeal the decision.

Total sales promotion expenses decreased 48% to $1.1 million for the six month period ended
June 30, 2002 from $2.1 million for the same period in 2001. Total sales promation expenses
increased 125% to $0.9 million in the second quarter of 2002 from $0.4 million in the second quarter
of 2001, mainly as a result of new sales promotion campaigns for our prepaid services. Of the total
sales promotion expenses for the six month period ended June 30, 2002, for the six month period
ended June 30, 2001, for the three month period ended June 30, 2002 and for the three month period
ended June 30, 2001, $1.0 million, $0.5 million, $0.9 million and $0.2 million were for prepaid sales
promotion activities, respectively.

Activation fees were $20.2 million for both the six month period ended June 30, 2002 and
2001. Activation fees increased 79% to $9.3 million in the second quarter of 2002 from $5.2 million in
the second quarter of 2001, mainly due to the increase in new additions to subscriber base. Of the total
dealer activation fees for the first six month period of 2002, for the six month period ended Iune 30,
2001, for the three month period ended June 30, 2002 and for the three month period ended June 30,
2001, $16.9 million, $14.3 million, $7.6 million and $3.8 million were for prepaid activations,

respectively.

Wages, salaries and personnel expenses for selling and marketing employees increased 30% to
$11.3 million for the six month period ended June 30, 2002 from $8.7 million for the same period in
2001, mainly due to the increase in the headcount between June 30, 2001 and June 30, 2002. For the
same reasotl, wages, salaries and personnel expenses for selling and marketing employees increased
86% to $5.2 million in the second quarter of 2002 from $2.8 million in the second quarter of 2001,



Operating income

Operating income increased 9% to $128.4 million for the six month period ended June 30,
2002 from $118.0 million for the same peried in 2001, mainly due to the increase in our revenues and
decrease in general and administrative expenses and despite an increase in our operating costs
resulting from an increase in revenue-based costs. Operating income increased 16% to $74.0 million in
the second quarter of 2002 from $63.7 million in the second quarter of 2001 for the same reasons.

Income from related parties, net

Income from related parties, which includes sales of GSM equipment and SIM cards and.
charges for management, promotional materials and technical advisory services provided to Azercell,
Moldeell, Global Georgia, Geocell, GSM Kazakhstan and ETH net of cost of goods sold after
accounting for intercompany profit elimination was $0.1 million for the six month period ended June
30, 2002 compared to $1.1 million for the same period in 2001. Income from related parties was nil in
the second quarter of 2002 compared to $0.6 million in the second quarter of 2001.

Interest income (expense), net

Net interest expense decreased 10% to $94.0 million for the six month period ended June 30,
2002 from $104.6 million for the same period in 2001, mainly due to principal repayments of loans in
the second half of 2001 and first half of 2002. For the same reason, niet interest expense decreased
17% to $53.3 million in the second quarter of 2002 from $64.4 million in the second quarter of 2001.

Qtker income (expense), net

Other income, net amounted to $5.4 million for the six month period ended June 30, 2002,
compared to an expense of $1.3 million for the same period in 2001. Other income, net amounted to
$2.7 million for the three month period ended June 30, 2002 compared to an expense of $3.0 million
for the same period of 2001,

Translation gain/(loss)

We have recorded a franslation loss of $10.3 million for the six month period ended June 30,
2002, compared to a translation loss of $107.4 million for the same period in 2001. The decrease in
translation loss experienced in the first six month period of 2002 stemmed from the 8% devaluation of
Turkish Lira against the US Dollar in the first six month petiod of 2002 versus the 46% devaluation of
Turkish Lira against the US Dollar in the first six month period of 2001. For the same reason,
translation loss decreased 49% to $13.6 million in the second quarter of 2002 from $26.8 million in
the second quarter of 2001.

Income tax benefit (expense)

Income tax benefit under US GAAP was nil for the six month period ended June 30, 2002
compared to an income tax benefit of $8.8 million for the same period in 2001. The decrease in
income tax benefit for the six month period ended June 30, 2002 resulted primarily from the decrease
in net deferred tax assets, which is mainly attributable to an increase in valuation allowances. income
tax benefit was nil both in the second quarter of 2002 and 2001, As of June 30, 2002, we have
generated approximately $309.1 million of potential future tax benefit from tax credit carry forwards
arising under our Investment Incentive Certificates. See “—Investment Incentive Certificates”.

Equity in net income (loss) of unconsolidated investees

Equity in net loss of unconsolidated investees was $23.6 miltion for the six month period
ended June 30, 2002 compared to equity in net loss of unconsolidated investees of $30.1 million in the
same period 2001. Equity in net loss of unconsolidated investees in the first six month period of 2002




mainly included equity in net losses of Fintur that amounted to $94.1 million compared to $120.9
million in the first six month period of 2001, including impairment charges amounting to $26.9
million for the three month period ended March 31, 2002, which has an effect amounting to $6.7
million, related to the restructuring of Fintur, in our consolidated results of operations for the three
month period ended March 31, 2002. Based on its unaudited consolidated financial statements for the
six month period ended June 30, 2002, Fintur recalculated the impairment charge as $11.6 million,
which has been recognized in its unaudited consolidated financial statements for the six month period
ended June 30, 2002. Equity in net loss of unconsolidated investees decreased 62% to $4.3 million in
the second quarter of 2002 from $11.4 million in the second quarter of 2001.

Net income (10ss)

Net income was $6.2 wuillivu for the six month period ended June 30, 2002 compared to the
net loss of $115.2 million in the same period of 2001. The change was mainly due to the decrease in
devaluation of the Turkish Lira against the US Dollar, which resulted in a translation loss of $10.3
million for the six month period ended June 30, 2002 compared to the translation loss of $107.4
million in the same period of 2001. For the same reason, net income was $5.6 million in the second
quarter of 2002 compared to net loss of $40.7 million in the second quarter of 2001,

Taxation Issues in Telecommunications Sector

For a discussion of Turkish Tax legislation on telecommunications revenues, please see “ltem’
5A. Operating Results-Taxation Issues in Telecommunications Sector” in the 20-F, There have been
no material changes in the taxes imposed on telecommunications services since the date of the 20-F.

Investment Incentive Certificates

In 1993, 1997, 2000 and 2001, the Undersecretariat of the Treasury approved investment
incentive certificates for a program of capital expenditures by us and our subsidiaries in our mobile
communications operations and call center operations. Such incentives entitle us to 2 100% exemption
from customs duty on imported machinery and equipment and an investment tax benefit of 100% on
qualifying expenditures. The investment tax benefit takes the form of deductions for corporation tax
purposes, but these deductions are subject to withholding tax at the rate of 19.8%. Investment
incentive certificates provide for tax benefits on cumulative purchases of up to approximately $3.2

billion in qualifying expenditures. As of June 30, 2002, we had incwrred cumulative qualifying

expenditures of approximately $2.3 billion ($2.1 billion as of December 31, 2001), resulting in tax
credit carryforwards under the certificates of approximately $309.1 million ($271.7 million as of
December 31, 2001), net of forcign exchange translation losses. Such tax credits can be carried
forward indefinitcly. However, as of June 30, 2002, a valuation allowance of approximately $542.4
million has been recorded against such amount, as we believe that currently there exists significant
uncertainty regarding the realizability of tax credit carryforwards ($3539.7 million as of December 31,
2001). The certificates are denominated in Turldsh Lira. Howevet, approximately $2.0 billion of

qualifying expenditures through June 30, 2002 ($2.0 billion as of December 31, 2001) under the
certificates are indexed against firture inflation.

Recapitalization

On March 30, 2001, our General Assembly Meeting authorized an increase in our authorized
share capital from TL 240 trillion to TL 263.8 trillion. In May 2001, we announced that we would
increase our capital from TL 240 trillion to approximately TL 263.8 trillion through a bonus share
issue. The TL 23.8 trillion increasc was profit gained from the sale of ¢ertain of our subsidiaries in
June 2000.




On May 16, 2001, we announced our intention to increase our authorized share capital by
approximately TL 236.2 trillion (approximately $178 million at the payment dates) through a rights
offering, assuming the rights are exercised in full. During the rights issue, we offered qualifying
shareholders the opportunity to subscribe for approximately 236 billion new ordinary shares at 2
subscription price of TL 1,000 per ordinary share. During the subscription period, the take up rate for
the rights issue was approximately 99.97%, which resulted in our receiving gross proceeds of
approximately $178 million. We completed the offering. We used the proceeds from the rights issue
for debt repayment and to strengthen our cash position. As of June 30, 2002, our share capital was
$636.1 million.

Effects of Inflation

The annual inflation rates in Turkey were 39.0% and 68.5% for the years ended Necember 31,
2000 and 2001, respectively, based on the Turkish consumer price index. Annual inflation rates were
42.6% as of June 30, 2002 and 56.1% for the same period in 2001, Within a hyperinflationary
economy such as Turkey's, holding TL~denominated monetary agsets in excess of TL-denominated
monetary liabilities results in a loss as the real value of the net monetary assets decreases in line with
the inflation rate, In a situation where monetary liabilities exceed monetary assets, a gain results as the
real value of the net liabilities decreases. In order to try to contain inflation rates that have averaged
about 60% per armum over the past three years, the Turkish government has implemented policies,
including certain austerity measures that could have a negative impact on the Turkish economy and on
our profitability.

New Accounting Standards Issued

In July 2001, the FASB issued SFAS No. 141, “Business Combinations”, and SFAS No.142,
“Goodwill and Other Intangible Assets”. SFAS No. 141 requires that the purchase method of
accounting be used for all business combinations initiated after June 30, 2001 as weli as all purchase
method business combinations completed after June 30, 2001. SFAS No. 141 also specifies criteria
that intangible assets acquired in a purchase method business combination must meet to be recognized
and reported apart from goodwill, noting that any purchase price allocable to an assembled workforce
may not be accounted for separately. SFAS No. 142 requires that goodwill and intangible assets with
indefinite useful lives no longer be amortized, but instead tested for impairment at least annually in
accordance with the provisions of this statement. SFAS No. 142 also requires that intangible assets
with definite useful lives be amortized over their respective estimated useful lives to their estimated
residual values, and reviewed for impairment in accordance with SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of”. As of June 30, 2002,
we do not have any goodwill or indefinite live intangible assets. We have adopted these statements on
January 1, 2002, This adoption did not have & material effect on our consolidated financial position or
results of operations.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement
Obligations”. SFAS No. 143 is effective for fiscal years beginning after June 15, 2002. This statement
addresses financial accounting and reporting for obligations associated with the retirement of tangible
{ong-lived assets and the associated asset retirement costs, It applies to legal obligations associated
with. the retirement of long-lived assets that result from the acquisition, construction, development
and/or the normal operation of a long-lived asset, except for certain obligations of lessees. We have
not determined the impact, if any, of the adoption of SFAS No. 143 on our consolidated financial
position or results of operations.




On October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets™, which addresses financial accounting and reporting for the
impairment or disposal of long-lived assets. SFAS No. 144 is effective for the fiscal years beginning
after December 15, 2001. While SFAS No. 144 supersedes SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of”, it retains many of
the fundamental provisions of that statement, SFAS No. 144 also supersedes the accounting and
reporting provisions of APB Opinion No. 30, “Reporting the Results of Operations-Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions”, for the disposal of a segment of a business, However, it retains
the requirement in APB Opinion No. 30 to report separately discontinued operations and extends that
reporting to 2 component of an entity that either has been disposed of (by sale, abandonment, or in a
distribution to owners) or is classified as held for sale. By broadening the presentation of discontinued
vpualivus W bwluds more disposal transactions, the FASB has enhanced managements’ ability to
provide information that helps financial statement users to assess the effects of a disposal transaction
on the ongoing operations of an entity. We have adopted SFAS No. 144 on January 1, 2002. The
adoption did not have a material impact on our financial position, results of operations, or cash flows.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44
and 64, Amendment of FASB Statement No. 13, and Technical Corrections.” SFAS No. 145 rescinds
SFAS No. 4, “Reporting Gains and Losses from Extingvishment of Debt”, an amendment of APB
Opinion No. 30, that required all gains and losses from extinguishment of debt to be aggrepated and, if
inaterial, classified as an extraordinary item, net of related income tax effect. As a result, the criteria
set forth by APB Opinion 30 will now be used to classify those gains and losses. SFAS No. 64
amended SFAS No. 4, and is no longer necessary because SFAS No. 4 has been rescinded. SFAS No.
44 was issued to establish accounting requirements for the effects of transition to the provisions of the
Motor Carrier Act of 1980. SFAS No. 145 also amends SFAS No. 13 to require that certain lease
modifications that have economic effects similar to sale-leaseback transactions be accounted for in the
same manner as sale-leaseback transactions. SFAS No. 145 also makes non-substantive technical
corrections to existing pronouncements. SFAS No, 145 is effective for fiscal years beginning after
May 15, 2002 with carlier adoption encouraged. We have not determined the impact, if any, of the
adoption of SFAS No. 145 on our consolidated financial position or results of operations.

In 2001, the Emerging Issues Task Force (EITF) within the FASB discussed EITF 00-14
“Accounting for Certain Sales Incentives”, EITF 00-22 “Accounting for Points and Certain Other Time-
Based or Volume-Based Sales Incentive Offers, and Offers for Free Products or Services to Be
Delivered in the Future” and EITF 00-25 “Vendor Income Statement Characterization of Consideration
Paid to a Reseller of the Vendor’s Products”, which in November 2001 fed to the issuance of EITF 01-
09 “Accounting for Consideration Given by a Vendor to a Customer or a Reseller of the Vendor's
Products™. EITF 00-14, 00-22 and 00-25 address the extent to which different types of payments or
benefits to retailers or customers shall be reported as either reductions in revenue or expenses. EITF 01-
09 codifies and reconciles standards in the area. The regulations are effective for annual or interim
periods beginning after December 15, 2001. We adapted ETTF 01-09 on January 1, 2002. As a result of
applying the provisions of EITF 01-09, our revenues, gross profit, and selling and marketing expenscs
each were reduced by an equal amount of $54.8 million and $18.9 for the six month and three month
periods ended June 30, 2001, respectively. The adoption of EITF 01-09 had no impact on our operating
income, net income (loss) or earnings (loss) per share.




In July 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities”. This Statement addresses financial accounting and reporting for costs associated
with exit or disposal activities and nullifies EITF 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring).” SFAS No. 146 is effective for exit or disposal activities that are initiated after
December 31, 2002. An entity would continue to apply the provisions of EITF 94-3 to an exit activity
that it initiated under an exit plan that met the criteria of EITF 94-3 before the entity initially applied
SFAS No. 146. We have not determined the impact, if any, of the adoption of SFAS No. 146 on our
consolidated financial position or results.

Liquidity and Capital Resources
Liguidity

We require significant liquidity to finance capital expenditures for the expansion and
improvement of our GSM network, for non-operational capital expenditures, for working capital and
to service our debt obligations. To date, these requirements have been funded largely through supplier
financings, bank borrowings, and the issuance of $700 million in bonds by a special purpose finance
vehicle, Cellco Finance N.V. (Cellco), which issued $300 million of debt securities in July 1998 and
$400 million of debt securities in December 1999, and a rights issue. As of June 30, 2002, total
outstanding payables related to the Celico transaction was $700 million.

The net cash provided by our operating activities for the six month periods ended June 30,
2001 and 2002 amounted to $39.1 million and $80.0 million, respectively. The increase in 2002 was
primarily due to net income recorded for the six month period ended June 30, 2002 compared with net
loss for the same period in 2001.

The net cash used for investment activities for the six month period ended June 30, 2001 and
2002 amounted to $133.8 million and $33.7 million, respectively. From our formation through June
30, 2002, we made total capital expenditures for assets of $3.7 billion including our license, of which
$81.5 million was for construction in progress and $2,059.1 million was for the build-out of the
network. We also invested $656.2 million in computer software over that period. In February 1999,
July 1999, January 2000 and January 2001, we signed contracts with Ericsson, our primary equipment
supplier, to purchase approximately $514 million, $551 million, $640 million and $400 million,
respectively, of equipment to expand and improve our network. Total investments in investees
amounted to $34.4 million as of June 30, 2002 compared to $62.5 million as of June 30, 2001,

On February 28, 2002, the shareholders of Fintur signed a letter of intent for the restructuring
of Fintur’s two business divisions, the international GSM businesses and the technology businesses.
As per the subject transaction, we intend to acquire an additional 16.45% of Fintur’s international
GSM business from the Cukurova Group, increasing our stake in the business to 41.45%. As part of
the subject transaction, we intend to sell our entire interest in Fintur’s technology businesses to the
Cukurova Group. On May 10, 2002, we and the other sharcholders of Fintur Holdings B.V. signed a
Share Purchase Agreement in connection with the restructuring of Fintur's two business divisions,
which includes the basic principles agreed in the letter of intent. On August 21, 2002, the transaction
has been completed. The consideration paid by us to the Cukurova Group resulting from this
transaction amounted to $70.7 million. On March 7 and May 29, 2002, we paid $35.4 million and $3.8
million to the Cukurova Group, respectively, and on August 21, 2002 we paid the remaining $31.6
million to the Cukurova Group. We had receivables from Fintur of $67.3 million as of August 21,
2002 (December 31, 2001: $63.2 million; June 30, 2002: $68.4 million), and on August 22, 2002 we
collected such receivables upon the completion of the transaction. The receipt of these receivables
offset a major portion of the consideration paid by us to the Cukurova Group. Therefore, our net cash
outflows in connection with the restructuring amounted to approximately $3.5 million. Upon the
signing of the letter of intent, Fintur classified the subsidiaries in the technology businesses as held for
sale and measured them at the lower of their carrying amount or fair value less cost to sell and,
accordingly, an impairment charge of approximately $27 million based on its unaudited consolidated



financial statements for the three month period ended March 31, 2002, The $27 million impairment
charge bas been recognized in Fintur's unaudited consolidated financial statements for the three month
period ended March 31, 2002, which has an effect amounting to approximately $6.7 million in our
consolidated results of operations for the three month period ended March 31, 2002. Based on its
unaudited consolidated financial statements for the six month period ended June 30, 2002, Fintur
recalculated the impairment charge as $11.6 million, which has been recognized in its unaudited
consolidated financial statements for the six month period ended June 30, 2002, The finalization of the
deal would enable us to focus on our core mobile business since these GSM operations are located in
countries with low mobile penetration rates, which our management believes will provide
opportunities for future growth.

The net cash used for financing activities for the six month period ended June 30, 2001 and
2002 amounted to $209.7 million and $121.5 million, respectively. As of June 30, 2002, $1,479.3
million was outstanding as short-term and long-term borrowings. We also entered into lease
agreements in the amount of $66.7 million with various leasing companies ($63.2 million for our
headquarters and other real estate and $3.5 miilion for cormputers installed at the building, office
equipment and company cars). On November 24, 1999, we entered into another bank facility, which
provides for $550 million of semior amortizing term loan facilities. We made our first drawing in the
amount of $332.5 million on December 9, 1999 under this bank facility, and as of June 30, 2002,
$305.6 million was outstanding.

On November 9, 2000, we signed a loan agreement for three years amounting to $200 million
for investment financing purposes. The lender under the agreement is Akbank T.A.S. (Akbank), The
loan will be repaid in semi-annual instaliments starting on November 11, 2002, and the repayments
will be in the amount of $50 million, $100 million and $50 million on November 11, 2002, May 9,
2003 and November 10, 2003, respectively. The loan bears an interest rate of LIBOR plus 5.25%.

On November 22, 2000, we signed two new loan agreements for three years amounting to
$100 million and $150 million for investment financing purposes. The $100 million loan from
Vakiflar Bankasi T.A.O. (Vakifbank) will be repaid in seven consecutive quarterly installments
starting on June 24, 2002, and bears an interest rate of 11.95% per annum, which was amended to
16.0% per annum as of March 22, 2001, and amended to 14% per armum as of Navember 1, 2001. A
further rate cut was effective as of February 1, 2002 after which the interest rate became 12% per
armum. On June 3, 2002, we agreed with Vakifoank to amend the interest rate further, Accordingly,
the interest rate has been amended as 10% per anmum effective May 1, 2002 and 9% per annum
effective June 1, 2002. The $150 million loan from Garanti Bankasi A.S. (Garanti) will be repaid in
four semi-annual equal installments starting on June 21, 2002, and bears an interest rate of LIBOR
plus 5.30% per armum, which was amended to 17% per annum as of March 22, 2001, and amended to
14% per annum as of November 1, 2001, Further rate cuts were effective as of January 3, 2002 and
April 1, 2002 after which the interest rates became 12% and 9% per annum, respectively. On
December 5, 2000, we signed a loan agreement with Akbank for three years amounting to $50 million
for investment financing purposes. The loan will be repaid in semi-annual installments starting on
December 5, 2002 and the repayments will be in the amount of $12.5 million, $25 million and
£12.5 million on December 5, 2002, June 35, 2003 and December 5, 2003, respectively. The loan bears
an interest rate of LIBOR plus 5.25%.

In the first six months of 2002, we spent approximately $32.0 million, after deducting fixed
asset disposals of $1.7 million, for capital expenditures compared with $161.5 million for the same
period in 2001.

In 2001, we increased our authorized share capital by approximately TL 236.2 trillion
(approximately $178 million at the payment dates) through a rights offering. During the rights issue,
we offered qualifying shareholders the opportunity to subscribe for approximately 236 billion new
ordinary shares at a subscription price of TL 1,000 per ordinary share. During the subscription period,
the take up rate for the rights issue was approximately 99.97%, which resulted in our receiving gross
proceeds of approximately $178 million. We corapleted the offering in August 2001. We used the




proceeds from the rights issue for debt repayment and to strengthen our cash position. As of June 30,
2002, our share capital was $636.1 million.

At December 31, 2001, our current liabilities exceeded our current assets by approximately
$248.7 million. At June 30, 2002, our current liabilities exceeded our current assets by approximately
$280.7 million.

Contractual Obligations and Commercial Commitments

The following table illustrates our major contractual obligations and commitments as of June
30, 2002.
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Related Party Transactions

KVK Mobil Telefon Sistemlert A.S. (KVK)

KVK, one of our principal SIM card distributors, is a Turkish company, which is affiliated
with our shareholders. In addition to sales of simeards and scratch cards, we have entered into several
agreements with KVK, in the form of advertisement support protocols, each lasting for different
periods pursuant to which KVK must place advertisements for our services in newspapers. The
objective of these agreements was to promote and increase handset sales with our prepaid and postpaid
brand SIM cards, thereby supporting the protection of our market share in the prevailing market
conditions. The prices of the contracts were determined according to the cost of advertising for KVK
and the total amount of advertisement benefit received, reflected in our market share in new subscriber
acquisitions. Distributors' campaign projects and market share also contributed to the budget
allocation. The total amount of simcard and scraich card sales to KVK in the six month and three
month periods ended June 30, 2002 amounted to $55.8 million and $38.5 million, respectively.

Aksam Production Basin Yayin A.S. (Basin Yayin)

Basin Yayin, a media planning and marketing company, is a Turkish company owned by one
of our principal shareholders, Cukurova Group. We entered into a media purchasing agreement with
Basin Yayin on January 22, 2002, which will last until December 31, 2002. The purpose of this
agreement is to benefit from the expertise and bargaining power of Basin Yayin against third parties,
regarding the formation of media purchasing strategies for both postpaid and prepaid brands. The
contract prices were determined according to prevailing market prices for media purchasing. The
contract amounted to $30.0 million, which will be paid between January and November 2002, The
total amount charged by Basin Yayin in the six month and three month periods ended June 30, 2002
amounted to $22.7 wmillion and $16.1 million, respectively.




Geocell LTD (Geocell)

Geocell, one of the cellular phone operators in Georgia, is an indirect subsidiary of Fintur. We
have signed an agreement for the export of a set of renovated but usable GSM equipments to Geocell.
The objective of the agreement is to make use of the fixed assets that are no longer used in the our
network. The prices were determined following the examination of fair values of the equipment in
consideration. The contract amount i1s $3.2 million, which will be received within one year after the
delivery date of the goods. The total GSM equipment sold to Geocell in the six month and three month
periods ended June 30, 2002 amounted to $1.8 million and $0.4 million, respectively.

Hobim Bilgi Islem Hizmetleri A.S. (Hobim)

Hobim, one of the leading data processing and application service provider companies in
Turkey, is owned by the Cukurova Group, We have entered into invoice printing and archiving
agreements with Hobim under which Hobim provides us with monthly invoice printing services and
manages archiving of invoices and subscription documents for an indefinite period of time. Prices of
the agreements are determined as per unit cost plus profit margin. The total amount charged by Hobim
related to these contracts in the six month and three month periods ended June 30, 2002 amounted to
$2.7 million and $1.5 million, respectively.

A-Tel Pazarlama ve Servis Hizmetleri A.S. (A-Tel)

A-Tel is one of the principal importers of handsets and is involved m marketing, selling and
distributing of our prepaid system. A-Tel acts as our sole dealer for Muhabbet Kart (a prepaid card),
and receives dealer activation fees and simcard subsidies for the sale of Muhabbet Kart. In addition to
sales of simcards and scratch cards we have entered into several agreements with A-Tel for sales
campaigns and for subscriber activations. Sales campaigns are also incorporated with Sabah, the
media company. The total amount of simeard and scratch card sales to A-Tel in the six month and
three month periods ended June 30, 2002 amounted to $56.2 million and $35.9 million, respectively.

Asli Gazetecilik ve Matbaacilik A.S. (Asli Gazeteeilik)

Asli Gazetecilik, a media planning and marketing company, is a Turkish company owned by
one of our principal shareholders, Cukurova Group. We receive services related to making space and
airtime reservations for advertisements on television stations, radio stations, newspapers and
magazines, Services we received are priced according to prevailing market prices. The total amount
charged by Asli Gazetecilik related to these services in the six month and three month periods ended
June 30, 2002 amounted to $8.1 million and $5.4 million, respectively.

Superonline Uluslararasi Elektronik Bilgilendirme ve Haberlesme Hizmetleri A.S.
(Superonline)

We have entered into an agreement with Superonline to provide each other with mutual
services. According to this agreement, Superonline will provide us with dealer automation services,
web hosting services, internet access services, high speed circuit switched data services, wireless
application protocol services and unified messaging services, We will provide space to Superonline on
base station sites to install servers and equipments to increase the perforrance of the system
infrastructure of Superonline. The total amount of setvices charged by Superonline in the six month
and three month periods ended June 30, 2002 was $0.4 million and $0.2 million, respectively.

Digital ‘Platform Ietisim Hizmetleri A.S. (Digital Platform)

Digital Platform, a direct-to-home digital broadcasting company under Digiturk brand name,
is a subsidiary of Fintur, one of our affiliated companies. Digital Platform holds the broadcasting
rights for Turkish Supcr Football League until May 2004, We have entered into several agreements
with Digital Platform, in order to exploit the unique position of Digital Platform in Turkey, including a
slow motion advertising agreement, relating to our ads shown on digital television screens during

football games and related events, amounting to $5.0 million for a period of one year and extendable if

any of the partics do not oppose it. The contract prices were determined by the related media channels.



We have agreed with Digital Platform to sponsor some of the films broadcast on its pay-per-view
channels. We also have a rent agreement for the space occupied by Digital Platform in one of our
leased buildings, an agreement related to the provision of Group SMS services that we offer to Digital
Platform, and an agreement for call center services provided by our subsidiary Global. Prices for these
contracts were determined based on prevailing market prices for these services. The total amount
charged by Digital Platform related to these contracts in the six month and three month periods ended
June 30, 2002, including payments for sponsorships and services, amounted to $4.0 million and $2.2
million, respectively.

Genel Yasam Sigorta A.S. (Gene] Yasam Sigorta)

Genel Yasam Sigorta, a life insurance company, is a Turkish company owned by one of our
principal sharcholders, Culamrova Group. We have signed agreements for the life insurance policies
related to our personnel and the personnel of some of our dealers, bascd on their porformance. The
contract prices were determined based on the prevailing market prices. Total amount charged by Genel
Yasam Sigorta related to these contracts in the six month and three month periods ended June 30, 2002
amounted to $5.0 million and $4.8 million, respectively.

Yapi ve Kredi Bankasi A.S, (Yapi ve Kredi)

Yapi ve Kredi, one of the largest commmercial banks in Turkey, is one of our sharcholders. We
have entered into an agreement with Yapi ve Kredi providing for Yapi ve Kredi to issuc a co-brand
Turkcell credit card. The card provides a discount to cardholders on their purchases using the card and
we and Yapi ve Kredi share the expenses created by the discount. We participate in the interest paid
under the card. We collected about $98.0 million under this program from its mception in August 1998
through December 31, 2001. We also use Yapi ve Kredi as one of our major collection channels for
our postpaid customers. Total amounts collected via Yapi ve Kredi ATMs and branches in the six
month and three month periods ended June 30, 2002 amounted to $142.7 million and $74.0 million,
respectively.

Pamukbank T.A.8. (Pamukbank)

Pamukbank, one of the largest commercial banks in Turkey. We use Pamukbank as one of our
major collection channels for our postpaid customers. Total amounts collected via Pamukbank ATMs
and branches in the six month and three month periods ended June 30, 2002 amounted to $36.1
million and $18.7 million, respectively.

Baytur Insaat Tashhut A.S, (Baytur)

Baytur is a leading international construction company owned by one of our principal
shareholders, Cukurova Group. We had agreements with Baytur regarding the construction of various
Turkcell Operation Centers in a number of cities throughout the country. The total amount of the
agreements regarding these projects amounted to $29.0 million. All payments regarding these
contracts have been made by us and contracts have expired as of June 30, 2002.

Yapi Kredi Finansal Kiralama A.S. (Yapi Kredi Leasing)

Yapi Kredi Leasing, an affiliate of Yapi ve Kredi Bankasi A.S., one of our shareholders, is a
financial leasing company. We have entered into a finance lease agreement with Yapi Kredi Leasing
for the new headquarters building we began to occupy in earty 1998. The purchase price of the
building was $14.2 million. We have purchased the building on May 17, 2002 for its nominal purchase
price.

In addition, we have entered into a lease agreement with Yapi Kredi Leasing for a building in
Ankara for regional offices. The total purchase price of the building was $16.4 million and our
outstanding lease obligation at June 30, 2002 was $10.9 million (December 31, 2001: $11.9 million).
We may purchase the buildings at the end of the lease period for a nominal purchase price. Total
amount paid to Yapi Kredi Leasing related to these contracts in the six month and three month periods
ended June 30, 2002 amounted to $3.7 million and $2.7 wmillion, respectively.




Pamukiease Pamuk Finansal Kiralama A.S, (Pamuk Leasing)

Pamuk Leasing (formerly Intetlease Inter Finansal Kiralama A.S.) is a Cukurova Group
Company. We have entered into five lease agreements with Pamuk Leasing for our departments and
regional offices in Istanbul, Ankara and Izmir. The total purchase price of the buildings was $32.7
million and our outstanding lease obligation at June 30, 2002 was $20.1 million (December 31, 2001:
$22.6 million). We may purchase the buildings at the end of the lease period for a nominal purchase
price. Total amount paid to Pamuk Leasing rejated to these contracts in the six month and three month
periods ended June 30, 2002 amounted to $4.4 million and $ 2.2 million, respectively.

GSM Kazakhstan LLP OAO (GSM Kazakhstan)

GSM Kazakhstan, one of the largest cellular phone operators in Kazakhstan, is a subsidiary of
Fintur, We have signed various agreements for the export of a set of renovated but usable GSM
equipment to GSM Kazakhstan. The objective of the agreement i3 to make use of the fixed assets that
are no longer used in our network. The prices were determined following the examination of fair .
values of the equipment in consideration. The total amount of contracts is $7.6 million, which will be
received within one year after the delivery date of the goods. The total GSM equipment sold to GSM
Kazakhstan amounted to $0.1 million in both six month and three month periods ended June 30, 2002.

Milleni.com GmbH (Milleni.com)

Mitleni.com, one of the active players in the international carrier's carrier market, is a
subsidiary of Fintur’s subsidiary in Germany, European Telecommunications Holding A.G. (ETH).
We have signed an agreement to provide telecommunications services to each other whereby
Milleni.com may convey calls to our switch and we may convey calls to Milleni.com's switch, in both
cases, for onward transmission to their destinations. The prices per airtitme are changed depending on
the destination. In the six month and three month periods ended June 30, 2002, the total amount
charged by Milleni.com related to this agreement was $2.8 million and $1.6 million, respectively. In
the six month and three month periods ended June 30, 2002, the total amount charged to Milleni.com
related to this agreement was $3.0 million and $1.5 miliion, respectively.

Personal loans to directors and executive officers

As of December 31, 2001 and June 30, 2002, 10 of our directors and executive officers have
outstanding personal loans from us amounting to $0.2 million and $0.1 million, respectively.

Contingens Liabilities

The following table illustrates our major contingent liabilities as of June 30, 2002.
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Guarantees given for Digital Platform are related to loans for set-top box, head-end and uplink
imports and working capital financing used from the respective banks.

Guarantees given for Moldcell and Geocell are related to loans for working capital financing
used from the respective banks. ’

On March 4, 2002, we provided financial support letters for Moldcell, GSM Kazakhstan and
Geocell, which are subsidiaries of Fintur, for twelve months, We estimate our cash outflows in 2002 in
this respect to be approximately $20.0 million.

Liguidity Outlook

According to our current business ptan, we believe that we will be able to finance our current
operations, capital expenditures and financing costs and maintain and enhance our network in 2002
through our operating cash flow, our cash balance as of June 30, 2002 and certain financing
arrangements that we have recently entered.

In March 2002, we received intention letters from Vakifbank and Garanti Bankasi agreeing to
the extension of approximately $120 million relating to 2002 principal repayments for one year. We
will continue to pay interest during the extension period. During the first half of 2002, we did not use
our option of those extensions and paid a total amount of $52.0 million principal for these two loans.
In March 2002, we also received a cormmitment letter from Yapi Kredi Bankasi for a loan of $200
million over one year. In addition, on May 9, 2002, we agreed with Akbank T.A.S. to extend two
principal repayments of existing borrowings totaling $62.5 million, which were due in 2002, for
twelve months subsequent to their initial maturities. Furthermore, according to the agreement that we
have signed with Ericsson on December 14, 2001, $225 million of trade payable due in 2002 is
scheduled to be repaid in three equal installments in April, May and June 2002. We have completed all
repayments of $75 million each in April, May and June 2002, respectively. We believe that our cash
from operations, will be sufficient to fully fund our business plan through December 31, 2002, which
includes the repayment of approximately $268 million in principal and intercst in debt obligations
during the second half of 2002. Based on our current expectations regarding the domestic and
international macroeconormic environment, developments in the telecommunications sector in general,
our debt repayment schedule, costs arising from pending litigation and the cost of new financing, we
do not foresee any funding gap in 2003. Notwithstanding this, if our current expectations regarding
any of the foregoing items prove incorrect, we may need to obtain additional financing to fully find
our business plan through 2003.

In order to finance risks associated with outstanding legal disputes and maintain our liquidity
position, we may raise a precautionary new financing in 2002, During 2002, we may seek such new
financing through some combination of debt financing alternatives, the extension and/or refinancing of
our existing obligations under certain loan agreements or through the issuance of new debt depending
on the maturity and cost of new financing alternatives. We are currently evaluating different financing
alternatives through domestic and international markets to ensure the continuity of our long-term
borrowing structure and strategies, We will continue to focus on strategies for lowering weighted
average cost of total borrowing and extending the maturity of outstanding borrowings. We are
reviewing domestic loan alternatives either by extending the existing facilities or by obtaining
additional domestic debt. In addition, we will be watching international debt markets for opportunities
to make a longer term club deal or syndication. In the meantime, we will be following the high yield
markets throughout 2002 depending on the performance of the existing Cellco Bonds, We cannot
assure you that we will be able to obtain any of this additional financing on terms that are satisfactory
to us, or at all. Additionally, we may incur indebtedness only in compliance with the terms of the
covenants regulating our existing debt. If for any reason adequate internal resources or external
financing are not available as needed, we may not be able to maintain and enhance the quality of our



network or to meet our other obligations and liabilities as they become due. This could lead to a loss of
customers and market share, as well as potential defaults under, and refinancing or restructuring of,
existing debt and other obligations, all of which could have a material adverse effect on our business,
financial condition and results of operations.

Based on our consolidated financial statements as of and for the six month period ended June
30, 2001, we were in breach of one of the covenants contained in our 1998 and 1999 bank facilities.
We were not in breach of our cavenant at December 31, 2000, December 31, 2001 or June 30, 2002.
The breach of leverage ratio covenant was an event of default and in accordance with US GAAP we
reclassified $305.5 million of our long-term debt as short-term debt payable in the current period as of
June 30, 2001. During November 2001, we renegotiated the maximum leverage ratio and minimum
interest coverage covenant. The renegotiated maximum leveragé ratio covenant was agreed with
retroactive effect by the lenders of our bank facilities. In addition, during the third quarter of 2001 we
repaid the 1998 bank facility. As a result of the repayment of the [998 bank facility and (he
renegotiations of the covenants, $244.4 million of debt that was classified as short-term debt at June
30, 2001, was reclassified as long-term debt as of December 31, 2001. For additional information on
this breach, see “Item 13. Defaults, Dividends, Arrearages and Delinquencies™ in the 20-F.

As a result of recent improvements in the Turkish economy and legislative reforms undertaken
by the government, we expect that we will be able to comply with the amended financial covenants in
our debt agreements. However, we can make no assurances that there will not be any negative changes
in our business or financial results, or any negative changes in the Turkish economy or the
telecommunications industry that impact our financial condition negatively and cause us to breach the
amended covenants. In such a case we may request additional amendments to our covenants but we
can make no assurances that we will be able to obtain future amendments. Any breach of one or more
of our financial covenants triggering acceleration of our indebtedness would have a material adverse
effect on our business, financial conditions and results of operations.

Please see note 2 to our consolidated financial staternents and related notes as of December
31, 2000 and 2001 and for each of the years in the three-year period ended December 31, 2001.

Quantitative and Qualitative Discussion of Market Risk

Total indebtedness denominated in foreign currencies (all in US Dollar) amounted to $1,510.2
million, representing almost 100% of our total indebtedness at June 30, 2002.

During the first six month period of 2002, we made principal loan payments of $122.2 million.
‘We have no additional indebtedness since December 31, 2001.

Since December 31, 2001, the following terms of our indebtedness were amended:

e The interest rate of the Garanti loan was 14% per annum as of December 31, 2001 and has
been amended as 12% per annum on January 3, 2002 and 9% per annum on April 1, 2002.

o The interest rate of the Vakifbank loan was 14% per anmum as of December 31, 2001 and has
been amended as 12% per annum on February 1, 2002, On June 3, 2002, we agreed with
Vakifbank to amend the interest rate further. Accordingly, the interest rate has been amended
as 10% per annum effective May 1, 2002 and 9% per annum effective June 1, 2002.

e On May 9, 2002, we agreed with Akbank T.A.S. to extend two principal repayments of
existing borrowings totalling $62.5 million, which were due in 2002, for twelve months
subsequent to their initial maturities,

Fair value of indebtedness as of June 30, 2002, which was outstanding at December 31, 2001,
has not changed significantly except for loans under 1999 and 1998 Issuer Credit Agreements. The fair
value of 1998 Issuer Credit Agreement has decreased from $270.0 million at December 31, 2001 to
$265.5 million at June 30, 2002; and the fair value of 1999 Issuer Credit Agreement has decreased
from $348.0 million at December 31, 2001 to $342.0 million at June 30, 2002.




We are exposed to foreign exchange availability and rate risks that could significantly impact
our ability to meet our obligations and finance our network construction. A substantial majority
portion of our debt obligations and capital expenditures are, and are cxpected to continue to be,
denominated in US Dollar. By contrast, substantially all of our revenues are, and will continue to be,
denorninated in Turkish Lira. We have not entered into transactions to hedge exchange rate risk
because the US Dollar forward rates were above market expectations in the first six month period of
2002. There is no covenant restriction related with hedging transactions provided that the transaction
is not made for purely speculative purposes and leverage ratio is below 4,00X. However, we keep our
monetary balances in US Dollar to reduce our currency exposure and the maximum tariffs we may
charge are adjusted periodically by the Telecommunications Authority to account, among other things,
for the devaluation of the Turkish Lira.

Legal and Arbitration Proceedings

We are involved in various claims, which are described in “Ttem 8A. Consolidated Statements
and Other Financial Information-Lepal and Arbitration Proceedings” in the 20-F.

Subsequent to the filing of 20-F on May 21, 2002, we initiated an arbitral proceeding before
the International Court of Arbitration of the International Chamber of Commerce against the Turkish
Treasury and the Telecommumications Authority to resolve the dispute m respect to the determination
of the items to be taken into account in the calculation of the “gross revenue™, which is base for the
calculation of the amounts to be paid to the Turldsh Treasury in accordance with Article 8§ of the
License Agreermnent.

Also, in connection with the dispute on collection of frequency usage fees, on March 27, 2002
we filed a lawsuit against the Telecormmumications Authority requesting cancellation of the protocols
obligating us to collect the frequency usage fees from the prepaid subscribers and to pay the
collections to the Telecommunications Authority. On July 10, 2002, the court decided in our favour.
The Telecommunications Authority has the right to appeal the decision. We and our lepal counsel
believe that we will prevail in this matter. Accordingly, we have not made any provision in our
consolidated financial statements.

Further, effective from July 1, 2000, Turk Telekom had annulled the discount of 60% that it
had provided to us based on its regular ratio, which had been provided for several years, and, at the
same time, Turk Telekom had started to provide a discount of 25% being subject to certain conditions.
We had filed a lawsuit against Turk Telekom for the application of the agreed 60% discount.
However, on July 30, 2001, we had been notified that the appeals court upheld the decision made by
the commercial court allowing Turk Telekom to terminate the 60% discount. Accordingly, we had
paid and continue to pay transmission fees to Turk Telekom based on the 25% discount. Although
Turk Telekom had not charged any interest on late payments at the time of such payments, we
recorded an accrual amounting to TL 3.0 trillion (equivalent to $2.1 million and $1.9 million as of
Dccember 31, 2001 and June 30, 2002, respectively) for possible interest charges as of December 31,
2002. On May 9, 2002, Turk Telekom requested an interest payment amounting to TL 30.1 trillion
(equivalent to $19.2 million at June 30, 2002) on these late payments. We did not agree with the Turk
Telekom's interest calculation and, accordingly, we obtained an injunction from the commercial court
to prevent Turk Telekom from collecting any amounts relating to this interest charge. Also, we
initiated a lawsuit against Turk Telekom on the legality of such interest. As of June 30, 2002, we made
a provision of TL 13.3 trillion (equivalent to $8.5 million as of June 30, 2002) because we and our
lepal counsel believe that this is the maximum potential liability in accordance with the relevant
provisions of the Interconnection Agreement.

There have been no other material changes in our legal and arbitration proceedings since the
date of the 20-F.
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